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Employee Benefit Plans Industry Developments—2016

Notice to Readers

This Audit Risk Alert (alert) replaces Employee Benefit Plans Industry
Developments—2015.
This alert is intended to provide auditors of employee benefit plan financial
statements with an overview of recent economic, industry, regulatory, and
professional developments that may affect the audits and other engagements
they perform. It also can be used by plan management and plan sponsors to
address areas of audit and accounting concern.
This publication is an other auditing publication, as defined in AU-C section
200, Overall Objectives of the Independent Auditor and the Conduct of an Audit
in Accordance With Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing publications have no authoritative status;
however, they may help the auditor understand and apply generally accepted
auditing standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.
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Board, the AICPA Technical Issues Committee, and the AICPA Employee Benefit Plans Audit Risk Alert Task Force who helped identify the interest areas
for inclusion in this alert. The AICPA also gratefully acknowledges the contributions of the Office of the Chief Accountant, the Employee Benefits Security
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The Audit Risk Alert Employee Benefit Plans Industry Developments is published annually. As you encounter audit or industry issues that you believe
warrant discussion in next year's alert, please feel free to share them with us.
Any other comments you have about the alert also would be appreciated. You
may email these comments to A&APublications@aicpa.org.
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Employee Benefit Plans Industry Developments—2016

How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your employee
benefit plan audits and also can be used by plan management and plan sponsors
to address audit and accounting concerns. It provides information to assist
you in achieving a more robust understanding of the business, economic, and
regulatory environments in which clients operate. This alert is an important
tool to help you identify the significant risks that may result in the material
misstatement of financial statements and delivers information about emerging
practice issues and current accounting, auditing, reporting, and regulatory
developments. For developing issues that may have a significant effect on the
employee benefit plan industry in the near future, the "On the Horizon" section
provides information on these topics.
.02 It is essential that the auditor understand the meaning of audit risk
and the interaction of audit risk with the objective of obtaining sufficient appropriate audit evidence. Auditors obtain audit evidence to draw reasonable
conclusions on which to base their opinion by performing the following:

r
r

Risk assessment procedures
Further audit procedures that comprise
—

tests of controls, when required by generally accepted auditing standards (GAAS) or when the auditor has chosen
to do so, and

—

substantive procedures that include tests of details and
substantive analytical procedures

.03 The auditor should develop an audit plan that includes, among other
things, the nature and extent of planned risk assessment procedures as determined under AU-C section 315, Understanding the Entity and Its Environment
and Assessing the Risks of Material Misstatement (AICPA, Professional Standards). AU-C section 315 defines risk assessment procedures as the audit procedures performed to obtain an understanding of the entity and its environment,
including the entity's internal control, to identify and assess the risks of material misstatement, whether due to fraud or error, at the financial statement
and relevant assertion levels. As part of obtaining the required understanding
of the entity and its environment, in accordance with paragraph .12 of AU-C
section 315 the auditor should obtain an understanding of the relevant industry, regulatory, and other external factors, including the applicable financial
reporting framework. This alert assists the auditor with this aspect of the risk
assessment procedures and further expands the auditor's understanding of
other important considerations relevant to the audit.
Help Desk: See the new AICPA Audit Guide Assessing and Responding
to Audit Risk in a Financial Statement Audit for further information on
identifying high-risk audit areas; this Audit Guide can be obtained through
www.AICPAStore.com.
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Economic and Industry Developments
The Current Economy
General Discussion
.04 Recognizing that economic conditions and other external factors relevant to an entity and its environment constantly change, it is important for
auditors to evaluate whether changes have occurred since the previous audit
that may affect their reliance on information obtained from their previous experience with the entity. These changes may affect the risks and risk assessment
procedures applicable to the current year's audit.
.05 When planning an audit, auditors need to understand the economic
conditions facing the industry in which an entity operates, as well as the effects
of these conditions on the entity itself. These external factors—such as interest
rates, availability of credit, consumer confidence, overall economic expansion or
contraction, inflation, and labor market conditions—are likely to have an effect
on an entity's business and, therefore, its financial statements. Considering
the effects of external forces on an entity is part of obtaining an understanding
of the entity and its environment.
.06 The U.S. economy grew at a slow to moderate pace in 2015. The S&P
500 and the Dow Jones Industrial Average both closed lower with their worst
year since 2008. The Chicago Board Options Exchange Volatility Index (VIX)
is a key measure of market expectations of near-term volatility conveyed by
S&P 500 stock option prices and is considered by many to indicate investor
sentiment, market volatility, and the best gauge of fear in the market. The VIX
showed some extreme ups and downs during 2015, ending on an upward trend.
The volatility shows continued uncertainty that the economy is recovering.
.07 The Board of Governors of the Federal Reserve System (the Federal
Reserve) decided to increase the target range for the federal funds rate from
0.25 to 0.50 percent based on the considerable improvement in the labor market
conditions and the increase in inflation for 2015. The Federal Reserve indicates
that, due to the current inflation rate still being less than 2 percent, the Federal
Open Market Committee will continue to monitor actual and expected progress
towards this goal. The Federal Reserve described the current economic recovery
in its press release on December 16, 2015, as follows:

r
r

Economic activity is expanding at a moderate pace.

r
r

Household spending is increasing solidly.

Labor market improved further with ongoing job gains and a lower
unemployment rate.
Business fixed investments are increasing at a solid rate.

Employee Benefit Plan Considerations
.08 Economic conditions and trends in the employee benefit plan industry
may create additional risks of material misstatement that did not previously
exist or did not have a material effect on the audit of the employee benefit plan
(plan) in prior years. Part of obtaining an understanding of the entity and its
environment is considering the ways a plan is affected by external forces. This
allows the auditor to plan and perform the audit to address those risks.

ARA-EBP .04
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Employee Benefit Plans Industry Developments—2016

.09 The following is a list of challenges or trends that have occurred over
the past few years that may be important for auditors to consider when gaining
an understanding of the industry, in light of the current economic environment.

r
r
r
r
r
r
r
r
r
r
r

r
r
r

Increase in mergers and terminations of plans, particularly as
companies increase merger and acquisition activity
Continued termination of defined benefit pension plans (DB plans)
in favor of a defined contribution approach to retirement provisions for employees.
Effect of the release of the Society of Actuaries (SOA) RP-2014
table, and MP-2014 and MP-2015 improvement scales. See the
"Demographic and Economic Assumptions" section of this alert.
Ongoing de-risking of DB plans through offering terminated
vested participants lump-sum buy-out windows. See the "Pension
Risk Management" section of this alert.
Increase in the number of participating employers withdrawing
from multiemployer plans, resulting in underfunded obligations
and possible legal action related to withdrawal liabilities.
Increase in investments not properly recorded at fair value as
of the reporting date, due to the use of inappropriate valuation methodologies, mathematical errors in the application of the
methodologies, or inaccurate inputs.
Continued emphasis on investment portfolio diversification and
investor sophistication, leading to a more complex composition of
retirement assets that include more international influence than
in the past.
Addition of an auto escalation feature to a defined contribution
retirement plan's (DC plan) existing auto enrollment feature.
Increase in the number of outstanding loans to participants and
in the number of delinquent or defaulted loans.
Increase in distributions resulting in a decrease in asset levels
due to baby boomers retiring at record rates; according to the
U.S. Census Bureau, the number of Americans reaching age 65 is
expected to increase at a rate of 10,000 per day through 2029.
Termination of Voluntary Employee Beneficiary Association
trusts used as funding vehicles for health and welfare benefit
plans (H&W plans), resulting in the elimination of the H&W
plans' annual requirement to submit audited plan financial statements in conjunction with Form 5500. See the "Health and Welfare Plans" section of this alert.
Continued focus on H&W plans, employee stock ownership plans
(ESOP), and multiemployer plans by the Department of Labor
(DOL).
Modifications to the IRS Employee Plans Compliance Resolution
System (EPCRS), which could lead to an increase in the number
of plan sponsors utilizing the program. See the "New Correction
Program" section of this alert.
Announcement of significant cutbacks to the determination letter
program for individually designed plans by the IRS. After 2017,
the determination letters for individually designed plans will be
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limited to initial plan qualification and qualification upon termination. See the "Determination Letters" section of this alert.

Cybersecurity
.10 Malicious cyber-attacks against public and private companies and
various agencies of the federal government have highlighted the growing cybersecurity risk to organizations of all sizes, in all sectors. Regulatory agencies,
such as the DOL, recently have increased their interest in cybersecurity issues
related to personally identifiable information (PII) and misappropriation of
assets with regards to an employee benefit plan.
.11 Increasing concerns about risks relating to privacy, security, and fraud
for employee benefit plans exist because most plan sponsors and service organizations use electronic means to conduct financial transactions and interface
with participants.
.12 In 2014, the Center for Audit Quality (CAQ) issued an alert, Cybersecurity and the External Audit. This alert provides guidance to better understand the auditors' responsibility related to cybersecurity. Although the CAQ
focuses on public entities and their audits, the information in the alert can
be helpful to auditors of nonpublic entities as well. The CAQ alert is found at
www.thecaq.org/docs/alerts/caqalert 2014 03.pdf?sfvrsn=2.
Help Desk: See the AICPA Cybersecurity Resource Center at www.aicpa.org/
InterestAreas/FRC/AssuranceAdvisoryServices/Pages/cyber-securityresource-center.aspx for additional resources related to cybersecurity.

AICPA Industry Expert Panel—Employee Benefit Plans
.13 The Employee Benefit Plans Expert Panel (EBP EP) is made up of 14
individuals from CPA firms of all sizes who have extensive employee benefit
plan experience. They monitor employee benefit plan industry developments,
trends, and opportunities to identify and advise on reporting, attest, and assurance issues unique to employee benefit plans. They also assist in the development of many AICPA publications specific to the employee benefit plan
industry. (For a listing of industry publications, see the "Employee Benefit Plan
Resources" section of this alert.)
Help Desk: In addition, EBP EP members are speakers at AICPA national
conferences, and they participate in AICPA webcasts and Employee Benefit
Plan Audit Quality Center (EBPAQC) webinars. See the AICPA EBP EP's
website at www.aicpa.org/interestareas/employeebenefitplanauditquality/
community/pages/aicpa%20employee%20benefit%20plan%20expert%
20panel.aspx for a list of panel members.
.14 During the past year, the EBP EP has discussed topics such as the
following:

r

ARA-EBP .10

The finalization and implementation of FASB Accounting Standards Update (ASU) No. 2015-12, Plan Accounting: Defined Benefit Pension Plans (Topic 960), Defined Contribution Pension Plans
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r
r
r

r
r
r
r
r

Fully Benefit-Responsive Investment Contracts, (Part II) Plan Investment Disclosures, (Part III) Measurement Date Practical Expedient (consensuses of the FASB Emerging Issues Task Force).
See the "FASB ASU No. 2015-12" section of this alert.
The effect of the issuance of FASB ASU No. 2015-07, Fair Value
Measurement (Topic 820): Disclosures for Investments in Certain
Entities That Calculate Net Asset Value per Share (or Its Equivalent) (a consensus of the FASB Emerging Issues Task Force). See
the "FASB ASU No. 2015-07" section of this alert.
The effect of the issuance of FASB ASU No. 2015-10, Technical
Corrections and Improvements. This ASU changed the definition
of readily determinable fair value. See the "FASB ASU No. 201510" section of this alert.
The effect of the updated mortality improvement scale (MP-2015
improvement scale) released by the SOA on October 8, 2015. The
MP-2015 is based on the evaluation of two additional years of mortality improvement data that became available from the Social
Security database (see the "Pension Risk Management" section of
this alert).
The DOL audit quality study. See the "Audit Quality" section of
this alert.
Health care reform issues. See the "Health and Welfare Plans"
section of this alert.
Limited-scope certification issues. See the "Limited-Scope Certifications" section of this alert.
The applicability of the proposed ASU Fair Value Measurement
(Topic 820): Disclosure Framework—Changes to the Disclosure
Requirements for Fair Value Measurement to employee benefit
plans.
The accounting and auditing of ESOPs.

Advocacy Efforts With FASB
.15 In October 2013, the EBP EP provided FASB with a 26-page discussion memorandum, "Observations about Current Employee Benefit Plan
Accounting," to share with FASB observations regarding areas in current plan
accounting that do not consider the specialized characteristics of employee benefit plans and where there are challenges in practice. Members of the EBP EP,
the AICPA EBPAQC Executive Committee, and AICPA staff continue to work
with FASB and FASB staff to determine that plan accounting is addressed
within the standard-setting process due to the specialized nature of employee
benefit plans.
Help Desk: The discussion memorandum can be found at www.aicpa.org/
InterestAreas/EmployeeBenefitPlanAuditQuality/Resources/Testimonyand
CmtLtrs/DownloadableDocuments/EBP-Discussion-Memo-ObservationsAbout-Current-EBP-Accounting.pdf.
.16 In response to some of the issues raised in that memo, an employee
benefit plan project was added to FASB's Emerging Issues Task Force (EITF)
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agenda in November 2014 to address certain differences between FASB Accounting Standards Codification (ASC) 820, Fair Value Measurement, and
the plan accounting topics (FASB ASC 960, Plan Accounting—Defined Benefit
Pension Plans; FASB ASC 962, Plan Accounting—Defined Contribution Pension Plans; and FASB ASC 965, Plan Accounting—Health and Welfare Benefit
Plans) with respect to the nature of the information to be disclosed about plan
investments. In addition, the project considered a measurement simplification
for fully benefit-responsive investments and a measurement date practical expedient that allows plans to measure investments and investment-related accounts using the calendar month-end closest to its fiscal year-end, when the
plan's fiscal year-end does not coincide with a calendar month-end.
.17 As a result of this project, in July 2015 FASB issued ASU No. 201512 to reduce complexity in employee benefit plan accounting. This ASU is
discussed in further detail in the "FASB ASU No. 2015-12" section of this alert.
.18 The EBP EP continues its outreach with FASB to discuss other areas
within accounting principles generally accepted in the United States of America
(GAAP) that may need simplification or clarification from a standard-setting
perspective.

Audit Quality
DOL Audit Quality Study
.19 On May 28, 2015, the DOL Employee Benefits Security Administration (EBSA) published its study on the quality of benefit plan audits performed
by CPAs. The report, "Assessing the Quality of Employee Benefit Plan Audits,"
revealed deficiencies in the quality of audit work performed by independent
CPAs with respect to financial statement audits of Employee Retirement Income Security Act of 1974 (ERISA) employee benefit plans for the 2011 plan
year.
.20 More than 7,300 CPAs nationwide audit more than 81,000 employee
benefit plans. EBSA's assessment of audit quality included a statistical review
of 400 plan audits performed by 232 CPA firms. EBSA found that

r
r
r

61 percent of the audits fully complied with professional auditing
standards or had minor deficiencies.
39 percent of the audits had one or more major deficiencies with
respect to one or more relevant GAAS requirements that would
lead to a rejection of the Form 5500 filing.
17 percent of the audit reports reviewed in the study failed to
comply with one or more of ERISA's reporting and disclosure requirements.

.21 EBSA found the following: (a) a clear link between the number of
employee benefit plan (EBP) audits performed by a CPA and the quality of the
work performed, (b) EBP-specific training contributed to better audit work, and
(c) EBPAQC firm members tended to produce audits with fewer deficiencies.
EBSA also found that CPAs failed to comply with professional standards either
because they were not adequately knowledgeable about EBP audits or failed to
properly use the technical materials in their possession. The audit areas with
more frequent deficiencies were in areas specific to EBP auditing, including
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contributions, benefit payments, participant data, and party in interest and
prohibited transactions.
.22 EBSA's report contained 11 recommendations focused on enforcement,
changes to DOL regulations and amendments to ERISA, and outreach. These
recommendations include, among other actions, EBSA revising its case targeting to focus on CPAs with smaller EBP audit practices that audit plans with
large amounts of plan assets, working with the National Association of State
Boards of Accountancy (NASBA) and the AICPA to improve the investigation
and sanctioning process for CPAs performing significantly deficient work, and
working with the AICPA's Peer Review staff to streamline the peer review
process and make it more responsive in helping to improve EBP audit quality.
.23 During 2015, the DOL emailed over 60,000 plan administrators whose
plans were subject to audit, sharing with them the findings of the audit quality
study and reminding them of their responsibility to select a CPA who has the
expertise to perform the audit in accordance with GAAS. The emails invited
plan administrators to send their comments and any questions to a dedicated
email address: PlanForAuditQuality@dol.gov.
Help Desk:Additionally, the DOL corresponded with state boards of accountancy to discuss the findings of the audit quality study and to emphasize that
only those who possess adequate technical expertise and proficiency should
be permitted to audit employee benefit plans. It is important for CPAs to
know that substandard audit work may put their licenses and professional
reputation at risk and subject their clients to civil penalties.
To view the report, please visit the DOL's website at www.dol.gov/ebsa/pdf/
2014AuditReport.pdf

AICPA’s Continued Efforts to Strengthen Audit Quality
The AICPA Enhancing Audit Quality Initiative
.24 The CPA profession is highly regarded for its commitment to excellence and protecting the public. As a result, the AICPA launched the Enhancing
Audit Quality (EAQ) initiative in May 2014, followed by the 6-Point Plan to
Improve Audits in May 2015. EAQ is a holistic effort to consider auditing of
entities, including plans, through multiple touch points, especially where quality issues have emerged. The goal is to align the objectives of all audit-related
AICPA efforts to improve audit performance.
Help Desk: For information on the 6-point plan, refer to www.aicpa.org/
interestareas/peerreview/downloadabledocuments/eaq-6-point-plan.pdf
To access the Enhanced Audit Quality discussion paper, visit community
.aicpa.org/enhancing audit quality initiative/m/mediagallery/599.aspx
To access the Future of Practice Monitoring Concept Paper, visit community
.aicpa.org/future-practice-monitoring/m/mediagallery/600.aspx
More information and additional EAQ resources are available at www.aicpa
.org/InterestAreas/PeerReview/Pages/EAQ.aspx
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AICPA Employee Benefit Plans Competency Model
.25 In May 2015, the AICPA released a new competency framework
specific to employee benefit plan audits. This framework was developed based
on feedback received from practitioners serving on the AICPA EBPAQC
Executive Committee and Expert Panel, as well as AICPA staff. The AICPA
Competency Framework: Employee Benefit Plan Auditing is designed to help
CPAs understand the knowledge and skills necessary to perform audits in these
areas. The framework is underpinned by the need for objectivity, integrity,
and ethical behavior and includes a commitment to continuously acquire new
skills and knowledge. For a free downloadable version of the AICPA Competency Framework: Employee Benefit Plan Auditing, please visit www.aicpa
.org/interestareas/employeebenefitplanauditquality/resources/toolsandaids/
downloadabledocuments/employee-benefit-plan-audit-competency-model.pdf.
.26 For CPAs specializing in employee benefit plan audits, the Competency and Learning website offers targeted learning resources and knowledge
checks to assess and enhance skills. The knowledge checks help practitioners identify growth areas and generate targeted learning resources to bolster
competency, including helping practitioners comply with DOL reporting requirements. The website can be accessed at https://competency.aicpa.org/.

AICPA Professional Ethics Division
.27 The Professional Ethics Division (ethics division) investigates potential disciplinary matters involving members of the AICPA and state CPA societies. The ethics division received a total of 134 referrals from the DOL for
deficient auditing in connection with its audit quality study. The ethics division
has completed 113 of these investigations and has communicated its findings
to the referred auditors. Remediation has been imposed on over 90 percent of
the completed cases. Such remediation includes continuing professional education, pre-issuance reviews, and certain practice restrictions. In several cases,
disciplinary action was taken, which included publication of (a) the auditor's
name; (b) the deficiencies found; and (c) actions taken by the ethics division.
In such cases, the practitioner's state board is notified of the results of the
investigation. Disciplinary action may result in the suspension or termination
of AICPA membership.

AICPA Peer Review Developments
.28 The AICPA Peer Review Division (division) is dedicated to enhancing the quality of accounting, auditing, and attestation services performed
by AICPA members in public practice. The division has developed resources
such as interpretations, supplemental guidance, checklists, and tools to assist
practitioners with peer review. Approximately 27,000 firms are enrolled in the
AICPA Peer Review Program, which requires a review of their accounting and
auditing practices at least once every three years.
.29 The AICPA staff is testing whether complete populations of engagements are provided to peer reviewers by analyzing publicly available databases
and collaborating with the NASBA. Firms should note that ERISA audits are
an area of focus for peer reviewers. In addition, firms should understand that
at least one ERISA audit, including those with an ERISA limited-scope audit as permitted by 29 CFR 2520.103-8, Limitation on Scope of Accountant's
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Examination, of the U.S. Code of Federal Regulations, and of the DOL Rules and
Regulations for Reporting and Disclosure under ERISA (ERISA limited-scope
audit), must be included in the engagements selected by the peer reviewer.

Recurring Deficiencies Found in Employee Benefit Plan Audits
.30 The AICPA continues to be concerned about deficiencies noted on
audits of employee benefit plans financial statements; practitioners, as well as
peer reviewers, need to understand that severe consequences can result from
inadequate plan audits—including loss of AICPA membership. Practitioners
may be reported to the Professional Ethics Division. They may also lose their
CPA license. Some recurring deficiencies found in employee benefit plan audits
include the following:

r
r
r
r
r
r

Failure to sufficiently perform participant testing related to demographic data and payroll
Failure to sufficiently perform and document reliance on SOC 1®
reports
Failure to sufficiently perform procedures related to benefit and
claims payment testing, including evaluating participant's eligibility, examining approvals, and recalculation of benefit or claims
amounts
Failure to report significant plan information, such as related
party and party in interest transactions, and prohibited transactions between a plan and a party in interest
Failure to obtain an understanding of the actuary's objectives,
scope of work, methods and assumptions, and consistency of application on defined benefit pension plans
Failure to present a Schedule of Assets (held at end of year)

The following are some of the areas of focus that the AICPA Peer Review Board
identified that pertain to employee benefit plans:

r
r
r

Independence as it relates to nonattest services provided to attest
clients
Sufficiency of audit evidence—risk assessment, internal control,
and sampling
Employee benefit plans, including both ERISA and government
pensions

.31 The AICPA Audit and Accounting Guide Employee Benefit Plans
(guide) assists management of employee benefit plans in the preparation of
the plan's financial statements in accordance with U.S. GAAP and assists
practitioners in performing and reporting on their audit engagements, which
includes information related to the list of deficiencies noted previously.
.32 This alert contains multiple sections on issues and developments affecting the accounting and financial reporting for employee benefit plans, as
well as the audits of those plans. It may be a helpful resource with some of the
issues discussed previously in this section.
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Accounting Issues and Developments
Disclosures When a New FASB Codification Update Is Issued
.33 FASB ASC 250, Accounting Changes and Error Corrections, provides
guidance on the disclosures related to a newly issued codification update. FASB
ASC 250-10-45-2 requires a reporting entity to change an accounting principle
if the change is required by a newly issued codification update. Paragraphs
1–3 of FASB ASC 250-10-50 describe the information an entity is required to
disclose about a change in accounting principle. These disclosures are required
in the fiscal year is which the change is made.
.34 A FASB ASU may reach conclusions about transition and include a
discussion in the "Basis for Conclusions" section of the ASU, including conclusions about whether disclosures about changes in accounting principles in
paragraphs 1–3 of FASB ASC 250-10-50 should apply to the amendments. The
following topics in this alert discuss such guidance in the "Transition Guidance"
section of these topics:

r
r

FASB ASU No. 2015-07
FASB ASU No. 2015-12

Help Desk: Plans that file financial statements with the SEC (for example,
plans that file Form 11-K) should disclose the effect on the plan's financial
statements for new authoritative accounting guidance which has been issued
but not yet adopted by the registrant. (SEC Staff Accounting Bulletin No.
74 [Topic 11.M], Disclosure Of The Impact That Recently Issued Accounting
Standards Will Have On The Financial Statements Of The Registrant When
Adopted In A Future Period).

FASB ASU No. 2015-07
.35 In May 2015, FASB issued ASU No. 2015-07. FASB ASC 820 permits
a reporting entity, as a practical expedient, to measure the fair value of certain
investments using the net asset value (NAV) per share (or its equivalent) of the
investment. Prior to adoption of FASB ASU No. 2015-07, investments for which
fair value is measured using the practical expedient are categorized within the
fair value hierarchy on the basis of whether the investment is redeemable with
the investee at NAV on the measurement date, never redeemable with the
investee at NAV, or redeemable with the investee at NAV at a future date.
FASB ASU No. 2015-07 removes the requirement to categorize investments
for which fair value is measured using NAV as a practical expedient in the
fair value hierarchy. Although the investment is not categorized within the
fair value hierarchy, entities are required to provide the amount measured
using the NAV (or its equivalent) practical expedient to permit reconciliation
of the fair value of investments included in the fair value hierarchy to total
investments measured at fair value on the statement of net assets available
for benefits.
Help Desk: Using NAV as a practical expedient does not apply to investments
with a readily determinable fair value, as discussed in FASB ASC 820-10-35.
See paragraphs 8.25–8.26 of the guide for discussion about using NAV as a
practical expedient.
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.36 In accordance with "Pending Content" in FASB ASC 820-10-50-6A,
entities should disclose information about investments for which fair value is
measured using NAV as a practical expedient to help financial statement users
understand the nature and risks of the investments, including whether they
are probable of being sold at amounts different from NAV. These disclosures
include the following:
a. The fair value measurement (as determined by applying paragraphs 59–62 of FASB ASC 820-10-35) of the investments in the
class at the reporting date and a description of the significant investment strategies of the investee(s) in the class
b. For each class of investment that includes investments that can
never be redeemed with the investees, but the reporting entity
receives distributions through the liquidation of the underlying assets of the investees, the reporting entity's estimate of the period of
time over which the underlying assets are expected to be liquidated
by the investees
c. The amount of the reporting entity's unfunded commitments related to investments in the class
d. A general description of the terms and conditions upon which the
investor may redeem investments in the class (for example, quarterly redemption with 60 days' notice)
e. The circumstances in which an otherwise redeemable investment
in the class (or a portion thereof) might not be redeemable (for example, investments subject to a lockup or gate). Also, for those otherwise redeemable investments that are restricted from redemption as of the reporting entity's measurement date, the reporting
entity should disclose its estimate of when the restriction from redemption might lapse. If an estimate cannot be made, the reporting
entity should disclose that fact and how long the restriction has
been in effect.
f. Any other significant restriction on the ability to sell investments
in the class at the measurement date
g. If a group of investments would otherwise meet the criteria in
FASB ASC 820-10-35-62 but the individual investments to be sold
have not been identified (for example, if a reporting entity decides
to sell 20 percent of its investments in private equity funds but
the individual investments to be sold have not been identified) so
the investments continue to qualify for the practical expedient in
FASB ASC 820-10-35-59, the reporting entity should disclose its
plans to sell and any remaining actions required to complete the
sale(s).
.37 Investments eligible for the practical expedient, but for which the
practical expedient has not been applied, must still be included in the fair value
hierarchy. The requirement to make certain disclosures for all investments that
are eligible to be measured at fair value using NAV as a practical expedient
is eliminated. Rather, those disclosures are required only for investments to
which the entity applies the practical expedient to estimate fair value.
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Effective Date and Transition Guidance
.38 The amendments in FASB ASU No. 2015-07 are effective for public
business entities for fiscal years beginning after December 15, 2015, and for
interim periods within those fiscal years. For all other entities, the amendments are effective for fiscal years beginning after December 15, 2016, and
for interim periods within those fiscal years. A reporting entity should apply
the amendments retrospectively to all periods presented. Earlier application is
permitted.
Help Desk: Employee benefit plans are excluded from the definition of a
public business entity in the master glossary of FASB ASC. Therefore, FASB
ASU No. 2015-07 is effective for fiscal years beginning after December 15,
2016, for all employee benefit plans.
.39 The conclusions reached in paragraph BC16 of FASB ASU No. 201507 state that the reporting entity should be required to disclose only the nature
of and reason for the change in accounting principle (that is, the requirements
of FASB ASC 250-10-50-1a). Refer to the "Disclosures When a New FASB
Codification Update Is Issued" section of this alert for discussion about when
an entity is required to disclose information about a change in accounting
principle as a result of adopting FASB ASU No. 2015-07.
Help Desk: Plan sponsors may decide to adopt the provisions of FASB ASU
No. 2015-12 concurrently with the adoption of FASB ASU No. 2015-07. See
the "FASB ASU No. 2015-12" section of this alert.

FASB ASU No. 2015-10
.40 The amendments in FASB ASU No. 2015-10 cover a wide range of topics in FASB ASC. One amendment in this ASU provided a technical correction
to the definition of "readily determinable fair value." The following highlights,
through underlined text, the revision to FASB's master glossary definition of
readily determinable fair value.
.41 An equity security has a readily determinable fair value if it meets
any of the following conditions:

r

r
r
ARA-EBP .38

The fair value of an equity security is readily determinable if
sales prices or bid-and-asked quotations are currently available
on a securities exchange registered with the SEC or in the overthe-counter market, provided that those prices or quotations for
the over-the-counter market are publicly reported by NASDAQ
systems or by OTC Markets Group Inc. Restricted stock meets
that definition if the restriction terminates within one year.
The fair value of an equity security traded only in a foreign market
is readily determinable if that foreign market is of a breadth and
scope comparable to one of the U.S. markets referred to above.
The fair value of an equity security that is an investment in a
mutual fund or in a structure similar to a mutual fund (that is,
a limited partnership or a venture capital entity) is readily
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determinable if the fair value per share (unit) is determined and
published and is the basis for current transactions.
.42 The revision to the definition of readily determinable fair value is
relevant to the plan's fair value measurement of investments because using
NAV per share (or its equivalent) as a practical expedient under paragraphs
59–62 of FASB ASC 820-10-35 and FASB ASC 820-10-50-6A should apply only
to an investment that meets both of the following criteria as of the reporting
entity's measurement date:

r
r

The investment does not have a readily determinable fair value.
The investment is in an investment company within the scope
of FASB ASC 946, Financial Services—Investment Companies, or
is an investment in a real estate fund for which it is industry
practice to measure investment assets at fair value on a recurring
basis and to issue financial statements that are consistent with
the measurement principles in FASB ASC 946.

In addition, as stated in FASB ASC 820-10-35-62, a reporting entity is not
permitted to estimate the fair value of an investment (or a portion of the investment) within the scope of paragraphs 4–5 of FASB ASC 820-10-15 using
the NAV per share of the investment (or its equivalent) as a practical expedient if, as of the reporting entity's measurement date, it is probable that the
reporting entity will sell the investment for an amount different from the NAV
per share (or its equivalent).

Effective Date
.43 Transition guidance varies based on the amendments in this ASU. The
amendments in this ASU that require transition guidance are effective for all
entities for fiscal years, and interim periods within those fiscal years, beginning
after December 15, 2015. Early adoption is permitted, including adoption in
an interim period. All other amendments will be effective upon the issuance of
this ASU.
Help Desk: The amendment to change the definition of readily determinable
fair value does not have transition guidance and, therefore, was effective
upon the issuance of FASB ASU No. 2015-10.

FASB ASU No. 2015-12
.44 In July 2015, FASB issued ASU No. 2015-12 to reduce complexity
in employee benefit plan accounting. FASB ASU No. 2015-12 contains three
parts intended to simplify employee benefit plan reporting with respect to the
following:

r

Part I designates contract value as the only required measure
for fully benefit-responsive investment contracts (FBRICs), which
maintains the relevant information while reducing the cost and
complexity of reporting for FBRICs. The amendments in part I of
FASB ASU No. 2015-12 apply only to defined contribution pension
and health and welfare plans that have a direct interest in a
FBRIC.
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Part II simplifies the investment disclosures for all types of employee benefit plans
Part III provides for a measurement date practical expedient for
plans with a fiscal year-end that does not coincide with a monthend. The amendments in part III apply to all types of employee
benefit plans.

.45 The following sections provide more information about parts I, II, and
III of FASB ASU No. 2015-12.
Help Desk: FASB ASU No. 2015-12 does not amend FASB ASC 715,
Compensation—Retirement Benefits, which provides plan sponsor accounting guidance. This ASU applies only to plan accounting guidance in FASB
ASC 960, 962, and 965.

Effective Date
.46 The amendments in FASB ASU No. 2015-12 are effective for fiscal
years beginning after December 15, 2015. Early adoption is permitted. Plans
can early adopt any of the three parts without early adopting the other parts.
When a part is adopted, it must be adopted in its entirety.

Part I—Fully Benefit-Responsive Investment Contracts
.47 This section discusses the provisions in part I of FASB ASU No. 201512 that address the accounting and reporting of FBRICs, including the following:

r
r
r
r

Synthetic investment contracts
FBRICs held in a master trust
Indirect investments in FBRICs through common or collective
trust funds or similar investments
Transition guidance

Help Desk: FASB ASU No. 2015-12 does not change the definition of FBRIC.
The definition of FBRIC may be found in the FASB ASC master glossary.
.48 Current guidance1 requires plans to measure FBRICs at both fair
value (in accordance with FASB ASC 820) and contract value and to present
an adjustment on the face of the financial statements to reconcile the two
amounts. Plans also must make disclosures about FBRICs that are required
by the guidance in FASB ASC 820 and the guidance for employee benefit plans
in FASB ASC 962 and 965, as applicable. Part I of FASB ASU No. 2015-12
eliminates the requirement to measure FBRICs at fair value and provide the
related fair value disclosures required by FASB ASC 820 (including the fair
value hierarchy). Part I clarifies that FBRICs held by employee benefit plans
are not required to make the fair value disclosures in FASB ASC 825, Financial
Instruments.
1
Current guidance relating to fully benefit-responsive investment contracts is found in FASB
Accounting Standards Codification (ASC) 962, Plan Accounting: Defined Contribution Pension Plans,
and FASB ASC 965, Plan Accounting: Health and Welfare Benefit Plans.
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Help Desk: Investment contracts and synthetic investment contracts that do
not meet the definition of a FBRIC continue to be measured, presented, and
disclosed at fair value in the financial statements. The fair value disclosures
(including the fair value hierarchy) in FASB ASC 820 continue to apply.
.49 Other disclosures required by FASB ASC 962 and 965 were also eliminated, including the average yield earned by the plan and the methodology
used to calculate the interest crediting rate. A requirement to disclose the total contract value of each type of FBRIC (for example, synthetic investment
contracts or traditional investment contracts) was added.

Synthetic Investment Contracts
.50 A synthetic investment contract simulates the performance of a traditional investment contract through the use of financial instruments. A key
difference between a synthetic investment contract and a traditional investment contract is that the plan owns the underlying assets of the synthetic
investment contract. With a traditional investment contract, the plan owns
only the investment contract itself that provides the plan with a call on the
contract issuer's assets in the event of default. Synthetic investment contracts
use a wrapper contract issued by a third party that provides market and cashflow risk protection to the plan. (The third-party issuer of the wrapper is an
entity other than the plan sponsor, administrator, or trustee and, in certain
situations, may be the entity that issues the investment contract.)
.51 For synthetic investment contracts that meet the definition of a
FBRIC, part I of FASB ASU No. 2015-12 contains the following provisions:

r
r
r

Synthetic investment contracts are to be measured, presented,
and disclosed as a single amount at contract value consistent with
all other FBRICs.
Fair value disclosures required by FASB ASC 820 (including the
fair value hierarchy) are not required for synthetic investment
contracts.
FASB ASC 815, Derivatives and Hedging, was amended to exclude
the synthetic investment contract's wrapper(s).

.52 Though synthetic investment contracts that meet the definition of a
FBRIC are presented as a single investment at contract value in the plan's
financial statements, DOL regulations require each of the underlying investments in the synthetic contract (investments and wrapper[s]) to be listed individually in the supplemental Schedule H, Line 4i—Schedule of Assets (Held at
End of Year).
Help Desk: The underlying investments of the synthetic investment contracts are required to be presented in the supplemental Schedule H, Line
4i—Schedule of Assets (Held at End of Year). As such, sufficient auditing
procedures should be performed on these investments in a full-scope audit to
permit the auditor to determine whether the information in the supplemental
schedule is fairly stated, in all material respects, in relation to the financial
statements as a whole, in accordance with AU-C section 725, Supplementary
Information in Relation to the Financial Statements as a Whole (AICPA, Professional Standards). In an ERISA limited-scope audit, a certification should
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be obtained for these underlying investments to be able to report on the form
and content of the supplemental schedule in accordance with the DOL's rules
and regulations.

FBRICs Held in a Master Trust
.53 FBRICs held in a master trust are subject to the same presentation
and disclosure requirements as if held by the plan directly instead of within a
master trust. FASB ASC 960-30-45-11 was not amended by part I of FASB
ASU No. 2015-12. The plan's investment in the master trust continues to
be presented as single line item in the statement of net assets available for
benefits.

Indirect Investments in FBRICs Through Common or Collective Trust
Funds or Similar Investments
.54 Fully benefit-responsive investment contracts, as defined by the FASB
ASC glossary, is limited to direct investments between the plan and the issuer. Plans may indirectly hold fully benefit-responsive investment contracts
through beneficial ownership of common or collective trust funds (CCTs)
(which own investment contracts). Insurance company pooled separate accounts (PSAs) that hold investment contracts also have similar characteristics.
Indirect investments in FBRICs through investment companies (for example,
those included in the underlying investments of stable value CCTs) are not in
the scope of part I of FASB ASU No. 2015-12. Accordingly, the plan's investment in the CCT or PSA is required to be reported at fair value. Chapter 8,
"Investments," of the guide discusses required disclosures related to fair value
measurements in accordance with FASB ASC 820, including the fair value
measurement of investments in certain entities that calculate net asset value
per share.

Part I—Transition Guidance
.55 The provisions of part I of FASB ASU No. 2015-12 are to be applied
retrospectively to all periods presented. The conclusions reached in paragraph
BC17 from part I of FASB ASU No. 2015-12 state that the reporting entity
should be required to disclose only the nature of and reason for the change in
accounting principle (that is, the requirements of FASB ASC 250-10-50-1a).
Refer to the "Disclosures When a New FASB Codification Update Is Issued"
section of this alert for discussion about when an entity is required to disclose
information about a change in accounting principle as a result of adopting part
I of FASB ASU No. 2015-12.

Part II—Plan Investment Disclosures
.56 FASB ASC 960, 962, 965 and the fair value guidance in FASB ASC
820 currently require different disaggregation of plan investments for disclosures. FASB ASC 820 requires disaggregation "by class" (such as the nature,
characteristics and risks of the investment), while FASB ASC 960, 962, and
965 require investments to be disaggregated by "general type" (for example,
common stocks, corporate bonds, mutual funds) for plan disclosures.
.57 Part II of FASB ASU No. 2015-12 allows a plan to disaggregate its
investments at fair value by general type, either on the face of the financial
statements or in the notes to the financial statements. Plans are no longer
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required to also disaggregate its investments by class. Disaggregating investments by general type is consistent with the level of disaggregation provided by
most trustees, custodians, and insurance companies and with the information
required in Form 5500.
.58 Part II of FASB ASU No. 2015-12 provides for self-directed brokerage
accounts to be considered a single general type of investment.
Help Desk: Although self-directed brokerage accounts are presented as a
general type of investment, it is important for the auditor to continue to
consider the underlying investments when developing audit strategy in a
full-scope audit.
.59 Part II of FASB ASU No. 2015-12 also eliminates the requirements to
disclose

r
r
r

the net appreciation or depreciation in fair value of investments
by general type;
individual investments with a value equal to or greater than 5
percent of net assets available for benefits; and
information about the significant investment strategies for an investment in a fund for which NAV per share (or its equivalent) is
used as a practical expedient for fair value if the investment fund
files an annual report on Form 5500 as a direct filing entity.

Help Desk: The conclusions reached in paragraph BC22 of part II of FASB
ASU No. 2015-12 state that although the disclosure requirement for investments that represent 5 percent or more of net assets available for benefits
will be eliminated, plans are still required to comply with the disclosure requirements in FASB ASC 275, Risks and Uncertainties, and FASB ASC 825,
relating to concentration of credit risk.
Additionally, "Pending Content" in FASB ASC 960-30-45-2, 962-205-45-7 and
965-20-45-3 continues to require the presentation of investment income, exclusive of changes in fair value (net appreciation or depreciation in fair value).

Part II—Transition Guidance
.60 The provisions in part II of FASB ASU No. 2015-12 are to be applied
retrospectively to all prior periods presented. The conclusions reached in paragraph BC31 from part II of FASB ASU No. 2015-12 state that the reporting
entity should be required to disclose only the nature of and reason for the
change in accounting principle (that is, the requirements of FASB ASC 25010-50-1a). Refer to the "Disclosures When a New FASB Codification Update
Is Issued" section of this alert for discussion about when an entity is required
to disclose information about a change in accounting principle as a result of
adopting part II of FASB ASU No. 2015-12.

Part III—Measurement Date Practical Expedient
.61 Part III of FASB ASU No. 2015-12 allows a plan with a fiscal year-end
of other than a calendar month-end to measure its investments and investmentrelated accounts using the month-end date that is nearest to its fiscal year-end
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(alternative measurement date). FASB recognized that the use of a month-end
date to measure investments and investment-related accounts is consistent
with how trustees or custodians provide information used to prepare the financial statements.
.62 When applying this practical expedient, the plan is required to disclose the alternative measurement date and the financial effects of contributions, distributions, or significant events that occur between the alternative
measurement date and its fiscal year end.

Part III—Transition Guidance
.63 The provisions of part III of FASB ASU No. 2015-12 may only be
applied prospectively. The conclusions reached in paragraph BC12 of part III
of FASB ASU No. 2015-12 state that the reporting entity should be required
to disclose only the nature of and reason for the change in accounting principle
(that is, the requirements of FASB ASC 250-10-50-1a). Refer to the "Disclosures
When a New FASB Codification Update Is Issued" section of this alert for
discussion about when an entity is required to disclose information about a
change in accounting principle as a result of adopting part III of FASB ASU
No. 2015-12.

Plan Expenses
.64 It is important for an auditor to obtain an understanding of expenses
that are allowed to be paid by the plan (including the associated service arrangements), for example, by

r
r

reviewing the service organization agreements and
making inquiries of management, the plan's ERISA counsel or
other specialists, and the service organizations.

This understanding can be used in assessing the appropriateness of the plan's
accounting and reporting of these arrangements, including whether unused
balances at year-end constitute plan assets, and the adequacy of disclosure of
related party and party in interest relationships in the notes to the financial
statements and related supplemental schedules. For further information on
the accounting and reporting requirements for plan expenses, see the "Plan
Expenses" accounting section in chapter 5, "Defined Contribution Retirement
Plans Including Employee Stock Ownership Plans," of the guide.
Help Desk: For additional information regarding revenue sharing arrangements, see the DOL advisory opinion at www.dol.gov/ebsa/regs/AOs/ao201303a.html. See the supplemental FAQs at www.dol.gov/ebsa/faqs/faq-sch-Csupplement.html for more information on the requirements for reporting service provider fees and other compensation.
.65 The following sections discuss various fee arrangements and agreements that are becoming more common for employee benefit plans.

Mechanics of Fee Arrangements
.66 DC plans incur investment-related fees and administrative fees. Although administrative expenses paid directly by the plan are often not material
in a DC plan, it is important that the auditor obtain an understanding of the
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expenses that are allowed to be paid by the plan (including the associated
service arrangements) as part of planning and risk assessment procedures.
.67 Integral to 401(k) and 403(b) plans are the asset management services
that various investment managers provide. Investment managers charge a fee
for their investment management services, and these fees are often charged as
a percentage of the total assets invested in the particular investment vehicle.
.68 Plan expenses are commonly paid in one of the following ways:

r
r
r

Fixed-dollar fee per participant (paid by the plan sponsor, the
participant via the plan [whereby an account is set up within the
plan to pay plan expenses as they are incurred], or both)
Asset-based fees based on a percentage of the plan or investment
assets (paid by the plan sponsor, the plan, or both)
Specific participant activity fees (most often paid by the participant[s] engaging in the activity [for example, participant loans,
self-directed brokerage accounts, qualified domestic relation orders, or distributions])

.69 Fixed dollar fees per participant reported on service organization reports are sometimes confused as plan expenses paid by the plan, when they are
actually a reallocation of assets from participant accounts to an unallocated
account. This account is part of the plan assets until it is credited for plan
expenses paid. A review of the activity in the unallocated account provides
information regarding the specific expenses that were paid by the plan.
.70 Generally, auditors gain an understanding of fees paid by the plan
through inquiry or review of applicable plan documentation and then design
audit procedures by taking into account the auditor's risk assessment and
the audit considerations described in the "Plan Expenses" auditing section in
chapter 5 of the guide. In addition, it is important for the auditor to perform procedures on the disclosures for plan expenses in accordance with the "Financial
Statement Disclosures" section of chapter 5 of the guide.

Revenue Sharing Agreements: Investment Managers and
Service Organizations
.71 The investment manager may agree to share a portion of its investment management fees with a service organization (such as the plan's recordkeeper) to help reduce the costs of administrative services provided to the plan
that would have otherwise been charged directly to the plan sponsor, or participants via the plan. This amount is commonly referred to as "revenue sharing."
Because of revenue sharing, the plan may appear to have little to no expenses.
Revenue sharing fees can present themselves in a number of different ways;
for example, 12b-1 fees, sub-transfer agency fees, administrative servicing fees,
and shareholder servicing fees. See the Financial Reporting Executive Committee recommended disclosure in the "Financial Statement Disclosures" section
in chapter 5 of the guide regarding these types of arrangements (commonly
referred to as "soft-dollar arrangements").
.72 Some plan sponsors enter into an agreement with their service organization (for example, the plan's recordkeeper) to participate in the revenue
sharing amounts received by the service organization from its investment manager. In such instances, an account is commonly established to capture revenue
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sharing amounts received by the service organization (for example, plan expense reimbursement accounts and ERISA spending accounts or ERISA accounts).
.73 A key consideration for understanding the revenue sharing amounts
is the structure of the agreement. For example, in a DC plan, revenue sharing
amounts may be deposited into the plan by the plan sponsor and held in an
unallocated suspense account from which plan expenses can be paid, with any
amounts remaining at year-end being allocated to participants. Another approach exists whereby a service organization creates a credit (or hypothetical
account) in its books and records, and the plan sponsor, or some other fiduciary, can authorize disbursements to pay plan expenses from that hypothetical
account.

ERISA Considerations
.74 The furnishing of goods, services, or facilities between a plan and a
party in interest is generally prohibited; however, Section 408(b)2 of ERISA
provides relief from the prohibited transaction rules if certain conditions are
met for the exemption. In accordance with AU-C section 250, Consideration
of Laws and Regulations in an Audit of Financial Statements (AICPA, Professional Standards), it is important for the plan auditor to consider the plan's
compliance with these rules and regulations governed by the DOL and the IRS.
.75 It can be difficult to understand the nature of these arrangements
and to determine whether or not these accounts represent plan assets. These
accounts may not be apparent on the service organization reports or the
plan's financial statements. The DOL's views on indirect compensation paid
to service organizations has drawn attention to these arrangements. Refer to
www.dol.gov/ebsa/pdf/AO2013-03A.pdf for DOL Advisory Opinion 2013-03A.
.76 Plan sponsors are required by ERISA Section 404 to act prudently and
solely in the interest of plan participants and beneficiaries. This would apply
when plan sponsors enter into a revenue sharing arrangement and when selecting which investment options to offer participants. When evaluating their
revenue sharing arrangements with the plan's service organization, plan sponsors may want to consider the following:

r
r

The process for how revenue sharing payments are processed and
documented, and whether appropriate oversight and monitoring
exists
The manner in which revenue sharing payments are recorded and
reported, including how
— amounts are recorded in the plan's financial statements
and Form 5500, with proper consideration given to
whether revenue sharing payments become plan assets
when earned or received, and the proper presentation of
related expenses; and

r
ARA-EBP .73

— revenue sharing received by a service organization in excess of the amounts needed to cover the cost of services
provided is to be handled and where that information is
documented.
Whether the arrangement gives rise to nonexempt transactions. See the "Related-Party and Party in Interest Transactions"
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section in chapter 2, "Planning and General Auditing Considerations," of the guide. In addition, the plan sponsor should evaluate
the following in accordance with ERISA Section 404:

r

—

The reasonableness of the contract or arrangement

—

Whether the services are necessary for the establishment
or operation of the plan

—

Whether the fee being paid for the services is reasonable.

Whether revenue sharing amounts are being used for the benefit
of the appropriate plan (for plan sponsors that offer more than
one plan with the same service organization)

Repurchase Agreements
.77 FASB issued ASU No. 2014-11, Transfers and Servicing (Topic 860):
Repurchase-to-Maturity Transactions, Repurchase Financings, and Disclosures, on June 12, 2014. This ASU amends the accounting for repo-to-maturity
transactions and repurchase agreements executed as repurchase financings as
follows:

r

r

Repo-to-maturity: A type of repurchase agreement whereby the
specified repurchase date of the transferred financial asset coincides with its maturity date. Under previous guidance, if certain
requirements were met, these transactions were treated as sales
with agreements to repurchase. Under FASB ASU No. 2014-11,
they are required to be reported as secured borrowings.
Repurchase financings: Occurs when a transferor sells a financial
asset to another party, and the two parties contemporaneously execute a repurchase agreement with the transferred asset serving
as collateral. Under previous guidance, repurchase agreements
entered into as part of a repurchase financing were potentially
required to be analyzed by management (or the investment adviser or others familiar with the plan's investments) on a "linked"
basis with the original transfer. As a result, purchasers may have
reported the transaction as a derivative instrument rather than
recognizing the underlying cash instrument as an asset and a corresponding financing liability. Under FASB ASU No. 2014-11, the
accounting for each leg of the transaction should be evaluated on
a standalone basis, thereby resulting in many of these repurchase
agreements to be reported as secured borrowings.

.78 FASB ASU No. 2014-11 requires enhanced note disclosures for employee benefit plans regarding (1) repurchase agreements and securities lending transactions accounted for as secured borrowings, and (2) certain transfers
of financial assets accounted for as sales when the transferor retains substantially all of the exposure to the economic return of the transferred asset during
the transaction's term.
.79 Certain employee benefit plans, such as defined benefit pension plans
whose investments are held in master trusts, sometimes engage in these types
of transactions. However, it may not be readily identifiable from review of
trustee or custodian reports that a plan engages in such transactions and
whether they are properly reported. Review of investment documentation and
inquiries with the investment adviser, trustee, custodian, or others familiar
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with the plan's investments may prove beneficial in determining whether the
plan entered into these types of transactions.
Help Desk: Custodians commonly carry out securities lending activities on
behalf of their employee benefit plan clients. The borrowers of securities generally are required to provide collateral to the lender (the plan). This collateral
is typically cash, but sometimes it may be other securities or standby letters
of credit, with a value slightly higher than that of the securities borrowed.
See the "Securities Lending Arrangements" section in chapter 8 of the guide
for further understanding of securities lending transactions.

Effective Date and Transition
.80 With one exception, public business entities are required to apply the
accounting changes and comply with the enhanced disclosure requirements
for the first reporting period beginning after December 15, 2014. For repurchase and securities lending transactions reported as secured borrowings, the
enhanced disclosures in FASB ASU No. 2014-11 are effective for annual periods beginning after December 15, 2014, and interim periods beginning after
March 15, 2015. A public business entity may not early adopt the standard's
provisions.
.81 For all other entities, both the accounting and disclosure provisions
are effective for annual periods beginning after December 15, 2014, and for
interim periods beginning after December 15, 2015. These entities may elect to
early adopt the new accounting standards for interim periods beginning after
December 15, 2014.
Help Desk: Employee benefit plans are excluded from the definition of a
public business entity in the FASB ASC master glossary. Therefore, FASB
ASU No. 2014-11 is effective for fiscal years beginning after December 15,
2014, for all employee benefit plans.
.82 In accordance with "Pending Content" in FASB ASC 860-10-65-5, an
employee benefit plan should report changes in accounting for transactions
outstanding on the effective date as a cumulative-effect adjustment to retained
earnings (for employee benefit, plans net assets available for benefits) as of the
beginning of the period of adoption. The new disclosures are not required for
comparative periods prior to the effective date.

Auditing Issues and Developments
Limited-Scope Certifications
.83 When the plan administrator elects to limit the scope of the audit as
permitted by 29 CFR 2520.103-8 of the DOL Rules and Regulations for Reporting and Disclosure under ERISA (ERISA limited-scope audit), the auditor is
instructed by the plan administrator not to perform any audit procedures with
respect to assets held for investment purposes and related transactions (investment information) prepared and certified by a bank or similar institution
or by an insurance carrier that is regulated, supervised, and subject to periodic
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examination by a state or federal agency (qualified certifying institution). This
election is available only if a certification is provided by a qualified certifying
institution certifying both the accuracy and completeness of the investment
information provided.
.84 When the auditor is instructed by the plan administrator to perform an ERISA limited-scope audit, the auditor has no responsibility to obtain
an understanding of internal control maintained by the certifying institution
over investments held and investment transactions executed for the plan or
to assess control risk associated with assets held and transactions executed
by the institution. The auditor's responsibilities for any investments covered
by the limited-scope exception are discussed in the "Limited-Scope Auditing
Procedures" section in chapter 8 of the guide. The scope limitation and corresponding limitation on the audit extends only to investments and related investment information certified by the qualified certifying institution. All areas
of the audit other than certified investments and related investment information (for example, benefit payments, employer or employee contributions, and
receivables) are subject to appropriate audit procedures. Although the auditor is not required to audit certain investment information when the ERISA
limited-scope audit is applicable, if the auditor becomes aware that the certified information is incomplete, inaccurate, or otherwise unsatisfactory, further
inquiry and understanding may be necessary which might result in additional
testing or modification to the auditor's report. In certain instances, an ERISA
limited-scope audit may no longer be appropriate.

Plan Administrator Considerations
.85 When determining whether to limit the scope of the plan audit as
permitted by 29 CFR 2520.103-8 of ERISA, the plan administrator needs to
understand the nature of the investments held by the plan, how such investments are valued, and whether the certifying institution is qualified under DOL
Rules and Regulations for Reporting and Disclosure under ERISA. This understanding can be achieved by reviewing trustee or custodial arrangements, insurance contracts, and other service agreements, and holding discussions with
third-party service providers.
Help Desk: See the "Limited-Scope Audit Exemption" section in chapter 2
of the guide for additional information regarding qualified certifying institutions.
.86 In addition, it is important for the plan administrator to determine
whether the certified investment information is reported as of the plan's yearend and is valued in accordance with GAAP. Often, the plan administrator
will prepare the plan's financial statements based upon financial information
prepared by a qualified certifying institution. It is important for the plan administrator to have an understanding of how such transactions and amounts
are processed and reported for financial reporting purposes. Review of the
trustee or custodial agreements helps the plan administrator to understand
the financial information that will be provided by the trustee or custodian.
For instance, in cases when the plan invests in assets without a readily determinable fair value, the reported values in the trustee or custodian reports
may be based on the best information available to the trustee or custodian at
the time the certification is prepared, which may not be the fair value as of the
plan's year-end.
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.87 When using certified information to prepare the plan's financial statements the plan administrator may want to consider whether the certified information

r
r
r
r
r
r

is reported on a settlement or trade date basis;
is prepared on an accrual basis or a special purpose framework
such as cash or modified cash basis;
values the investment information as of period end and in accordance with GAAP;
needs to be disaggregated for reporting purposes and disclosure;
includes activity or events, such as a plan merger or transfer,
reflected in the proper period; or
includes activity occurring after the plan's year end.

.88 Sometimes, the plan's recordkeeper certifies the investment information as agent of the plan's qualified certifying institution. In this situation, such
certification generally would be acceptable when there is a legal agreement between the trustee and the recordkeeper to be able to provide the certification
on the qualified certifying institution's behalf. It is important for the plan administrator to obtain such legal documentation. See Technical Question and
Answer (Q&A) section 6934.01, "Certifications by 'Agent of'" (AICPA, Technical
Questions and Answers).

Auditor Considerations
.89 The "Limited-Scope Auditing Procedures" section in chapter 8 of the
guide addresses the auditor's responsibilities relating to an ERISA limitedscope audit. It is important for the auditor to understand the types of investments held by the plan and which investment information is included in the
scope of the certification. Typically, the qualified certifying institution certifies
to the completeness and accuracy of the plan's investment assets and investment activity as contained in the qualified certifying institution's ordinary
books and records, which may or may not be fair value in accordance with
GAAP. Although DOL regulations allow the qualified certifying institution to
report in this manner, it is the plan administrator's responsibility to prepare
the financial statements and footnote disclosures in accordance with GAAP.
.90 When engaged to perform an ERISA limited-scope audit, the auditor may want to consider whether the certification and certified investment
information

r
r
r
r
r
r
r

ARA-EBP .87

is provided by a qualified certifying institution;
is on behalf of the plan's trustee or custodian (as agent for), and if
so, whether an appropriate legal arrangement (agency agreement)
exists;
certifies as to the completeness and accuracy of the investment
information provided;
is signed by an authorized signer;
includes the title of the individual signing the certification;
applies to and identifies the plan and period under audit;
is provided at the plan level rather than trust level when the
plan is funded under a master trust arrangement or other similar
vehicle; or
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values the investment information as of period end and in accordance with GAAP.

.91 It is important for the auditor to also consider the implications on
the certified information when there have been changes in service providers
or plan transfers (such as due to a merger or acquisition). For example, when
there is a change in service providers, there may be a need for the plan administrator to obtain a certification from each service provider from throughout
the year. When a plan auditor reviews the certification and the certified investment information, it is important for the auditor to review that information in
its entirety because there may be instances when investment information is
excluded from the certification that may need to be considered in the overall
audit process.
Help Desk: See chapter 2; chapter 10, "Concluding the Audit and Other
Auditing Considerations;" and chapter 11, "The Auditor's Report," of the guide
for additional guidance related to ERISA limited-scope audits.
In addition, contact the DOL at 202.693.8360 for any question related to
ERISA limited-scope certifications.

Plan Transfers
Understanding the Transfer Transaction and Related Plan Provisions
.92 Plan transfers can result from transactions such as company mergers,
acquisitions, divestitures, or other similar events. They can also result from
an employer sponsoring multiple plans with provisions that either require or
permit participants to transfer the benefits they have accumulated in a previous plan to another plan due to events such as employment status changes (for
example, changing from hourly to salaried, or changing operating companies).
It is important to understand not only the net assets that transferred, but also
the participants that transferred between the plans.
.93 Plan transfers may be identified through inquiry or by reviewing
the provisions of the plan document, plan amendments, board resolutions, or
minutes. Plan transfers may be permitted or required by the provisions of
the plan or may be a nonrecurring event that is typically included as a plan
amendment; for example, the result of a merger or spin-off.
.94 Identifying a plan transfer in the reports provided by the trustee or
custodian may be challenging when the transfer is classified as a miscellaneous
adjustment or contributions or distributions rather than a plan transfer or
conversion. In addition, a plan transfer may have an effective date during the
current reporting period, but the assets may not physically transfer and be
recorded by the trustee or custodian until the subsequent reporting period.
Further, the assets that transferred may be in-transit as of the end of the
reporting period, and therefore, the transfer may not be recorded by the trustee
or custodian in the current reporting period. Although there may be a single
effective date for the transfer, the assets may physically transfer in multiple
transactions.
.95 The provisions of the transfer may result in the successor plan assuming the participants' accumulated benefits (for example, individual participant
accounts in a DC plan or accumulated plan benefits in a DB plan) earned in the
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prior plan. In this situation, it is important for the plan sponsor to determine
the completeness and accuracy of the participants' accumulated benefits earned
in the prior plan because the successor plan will ultimately be responsible for
paying the participants these benefits. Furthermore, the successor plan may
need to obtain historical participant census data (for example, demographic,
years of service, and compensation information) accumulated by the prior plan
and recurring benefit payments initiated by the prior plan. Prior to permitting or requiring a plan transfer, the successor plan sponsor's due diligence
considerations may include the following:

r
r
r
r

Whether the prior plan was audited
Internal control over financial reporting at the prior plan
Potential or known deficiencies or compliance matters for the prior
plan. For example, in a DC plan, if the contributions in the individual participant accounts that transferred to the successor plan
were based on an incorrect definition of eligible compensation,
this may affect the tax-qualified status of the successor plan
Whether the prior plan has filed an annual Form 5500 on a timely
basis

Help Desk: The extent of the plan sponsor's due diligence procedures may
depend on the nature and history of the prior plan. The "Initial Audits of the
Plan" section in chapter 2 of the guide includes a list of factors that may be
helpful for the plan sponsor to consider when gaining an understanding of
the nature and history of the prior plan.
.96 It is important for the plan auditor to understand the nature of the
transaction that resulted in the plan transfer. The following factors may be
relevant for the auditor to understand the transaction (not intended to be allinclusive):

r
r
r
r
r
r
r
r
r
r

The experience, knowledge, and authority of the responsible individuals
The service organizations involved in the transaction (for example, trustee, recordkeeper, and actuary for each plan)
Whether external specialists or outside consultants were used by
the plan (for example, an actuary or ERISA attorney)
Whether management has controls in place to monitor the accuracy and completeness of the transaction
How the assets were transferred (for example, liquidated or transferred in-kind) and recorded by each trustee or custodian
The effective date of the plan transfer and the specific terms and
conditions of the transaction
The date the assets physically transferred from one trustee or
custodian to the other
The date each trustee or custodian recorded the transfer of assets
in their records
The date each recordkeeper or actuary recorded the transfer of
participants in their records
How the applicable participants were identified and verified
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Whether management reconciled the transfer of assets and participants recorded in the prior plan's records with the successor
plan's records

Opening Balances and Historical Data
.97 In the context of a plan transfer, the opening balance includes the
accumulated benefits in a participant account that transferred from another
plan. In addition to understanding the transaction, it is also important for the
plan auditor to consider the historical data related to the participants that
transferred, such as

r
r
r

individual participant accounts in a DC plan accumulated in the
prior plan that will be paid by the successor plan when the participant is eligible for a distribution;
the census data (including cash balance accounts) accumulated by
the prior DB plan that will be used by the successor plan's actuary
to estimate the plan's obligations and to calculate the benefit that
will be paid by the successor plan when the participant is eligible
for a distribution;
recurring benefit payments that were initiated by the prior plan
and will continue to be paid by the successor plan.

Help Desk: The guidance in the "Initial Audits of the Plan" section of chapter
2 of the guide may provide useful guidance when auditing these account
balances, census data, or recurring benefit payments that are transferred
from another plan.

Employee Benefit Plans Guide Update
.98 The AICPA Audit and Accounting Guide Employee Benefit Plans has
been updated as of January 1, 2016, for recently issued accounting and auditing
standards and for other relevant industry developments. The following is a list
of the more significant changes in this edition:

r

Updated to reflect the new and revised accounting due to the
issuance of FASB ASU No. 2015-07 and FASB ASU No. 2015-12

Help Desk: Based on feedback from various sources, AICPA staff believe
that many plans will want to adopt FASB ASU No. 2015-07 and FASB ASU
No. 2015-12 early, and therefore, the provisions of these ASUs have been
reflected in the body of this guide.
For plans that are not early adopting these ASUs, the AICPA is continuing
to offer the 2015 edition of the AICPA Audit and Accounting Guide Employee
Benefit Plans as a resource for users following the requirements prior to the
effective date of these ASUs.

r

Added new chapter 5B, "Employee Stock Ownership Plans," to
address the accounting and auditing for ESOPs. The chapter includes introduction and background, regulatory reporting requirements, financial statement presentation, financial statement disclosures, auditing considerations for ESOPs, relevant assertions,
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r

what could go wrongs, and examples of audit procedures to consider. Also included is an appendix to chapter 5 that provides more
detailed information about the background of ESOP regulations,
the prohibited transaction exemptions, and the administration
and operation of an ESOP
Added new appendix D, "Illustration of Financial Statements:
Employee Stock Ownership Plans," to the guide

Recent AICPA Independence and Ethics Developments
"Breach of an Independence Interpretation"
.99 In March 2015, the Professional Ethics Executive Committee (PEEC)
of the AICPA issued "Breach of an Independence Interpretation" (AICPA, Professional Standards, ET sec. 1.298.010). The "Independence Rule" (AICPA,
Professional Standards, ET sec. 1.200.001) states that a member in public
practice should be independent in the performance of professional services as
required by standards promulgated by bodies designated by council. AICPA
bylaws require members to comply with the "Independence Rule." This interpretation provides guidance to assist members in evaluating and addressing
the consequences of a breach of an independence interpretation and the effect
on the attest engagement team's integrity, objectivity, and professional skepticism so the member or member's firm can determine if the consequences of
that breach can be satisfactorily addressed.
.100 This interpretation also provides specific steps and actions the member should take when the member becomes aware that a breach of an independence interpretation has occurred. However, a member's determination that
the consequences of a breach of an independence interpretation have been satisfactorily addressed will not preclude an investigation or enforcement action.
In any case, the member should be prepared to justify such determination. This
interpretation becomes effective on March 31, 2016.

"Firm Mergers and Acquisitions" Interpretation
.101 In October 2015, PEEC approved the "Firm Mergers and Acquisitions" interpretation (AICPA, Professional Standards, ET sec. 1.220.040).
When firms merge or are acquired, the question of independence is raised with
respect to the new firm. This interpretation provides guidance when the acquired firm provided accounting services to a client and the acquiring firm
performed the audit for the same client. Additionally, issues related to employment and association with an attest client are addressed. Prohibited nonattest
services are also addressed by the interpretation and whether threats to independence can be overcome. The interpretation is effective for mergers or
acquisitions with a closing date on or after January 31, 2016.

"Nonattest Services" Subtopic Under the "Independence Rule"
Cumulative Effect on Independence When Providing Nonattest Services
.102 The "Nonattest Services"2 subtopic (ET sec. 1.295) under the "Independence Rule" provides guidance concerning the performance of certain
2

All ET sections can be found in AICPA Professional Standards.
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services that could be considered to impair independence. The "Cumulative Effect on Independence When Providing Multiple Nonattest Services" interpretation (ET sec. 1.295.020) includes various examples of nonattest services that
individually would not impair independence because the safeguards contained
in the general requirements of this interpretation reduce the self-review and
management participation threats to an acceptable level. However, performing multiple nonattest services can increase the significance of these threats
as well as other threats to independence.
.103 Before agreeing to perform nonattest services, it is important for
practitioners to evaluate whether the performance of multiple nonattest services in the aggregate creates a significant threat to independence. In situations
when it is determined that threats are not at an acceptable level, safeguards
should be applied to eliminate the threats or reduce them to an acceptable level.
If no safeguards exist that will eliminate or reduce the threats to an acceptable
level, independence would be impaired.

11-K Filers
.104 Plans that are required to file form 11-K are deemed to be issuers and
must submit to the SEC an audit performed in accordance with the auditing
and related professional practice standards promulgated by the PCAOB.
Help Desk: Although PCAOB guidance focuses on public entities and their
audits, the information in this section can be helpful to auditors of nonpublic
entities as well.

Related Parties
.105 In October 2014, the PCAOB issued Auditing Standard No. 18, now
codified at AS 2410, Related Parties (AICPA, PCAOB Standards and Related
Rules), which establishes requirements regarding the auditor's evaluation of a
company's identification of, accounting for, and disclosure of relationships and
transactions between the company and its related parties.
.106 FASB ASC 850, Related Party Disclosures, defines related parties
for all entities. This definition includes, among others, management of the entity and members of their immediate families. FASB ASC 850-10-20 defines
management as persons who are responsible for achieving the objectives of the
entity and who have the authority to establish policies and make decisions by
which those objectives are to be pursued. Management normally includes members of the board of directors, the chief executive officer, chief operating officer,
vice presidents in charge of principal business functions (such as sales, administration, or finance), and other persons who perform similar policy-making
functions. Persons without formal titles may also be members of management.
Help Desk: Employee benefit plans do not typically have employees; however,
they may have other persons who perform policy-making functions, such as
members of a plan committee.
.107 Employee benefit plans are also concerned with parties in interest
(as defined by ERISA; see paragraph .108). AS 2410 applies to a related party
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of a plan that files Form 11-K with the SEC (issuers) and does not relate to
a party in interest, unless the party in interest also meets the definition of a
related party.
.108 Section 3(14) of ERISA defines a party in interest to include, among
others, fiduciaries or employees of the plan, any person who provides services
to the plan, an employer whose employees are covered by the plan, an employee
organization whose members are covered by the plan, a person who owns 50
percent or more of such an employer or employee organization, or relatives of
such persons just mentioned. ERISA defines parties in interest in much the
same way as FASB ASC 850 defines related parties, except that ERISA's definition is broader and includes all entities and individuals that provide services
to the plan; however, these entities may not necessarily be related parties.
FASB ASC 850 does not include disclosure requirements for party in interest
transactions; however, ERISA requires plans to disclose a description of any
agreements and transactions with persons known to be parties in interest.
.109 AS 2410 establishes requirements regarding the auditor's evaluation
of a company's identification of, accounting for, and disclosure of relationships
and transactions between the company and its related parties. Among other
things, AS 2410 requires the auditor to do the following:

r

r

r
r
r

ARA-EBP .108

Perform specific procedures to obtain an understanding of the
company's relationships and transactions with its related parties,
including obtaining an understanding of the nature of the relationships between the company and its related parties and of the
terms and business purposes (or the lack thereof) of transactions
involving related parties. The new procedures are performed in
conjunction with the auditor's risk assessment procedures pursuant to PCAOB Auditing Standard No. 12, now codified at AS
2110, Identifying and Assessing Risks of Material Misstatement
(AICPA, PCAOB Standards and Related Rules).
Evaluate whether the company has properly identified its related
parties and relationships and transactions with its related parties. In making that evaluation, the auditor performs procedures
to test the accuracy and completeness of management's identification, taking into account information gathered during the audit.
If the auditor identifies information that indicates undisclosed
relationships and transactions with a related party might exist,
the auditor performs procedures necessary to determine whether
undisclosed relationships or transactions with related parties, in
fact, exist.
Perform specific procedures if the auditor determines that a related party or relationship or transaction with a related party
previously undisclosed to the auditor exists
Perform specific procedures regarding each related party transaction that is either required to be disclosed in the financial statements or determined to be a significant risk
Communicate to the audit committee the auditor's evaluation of
the company's identification of, accounting for, and disclosure of
its relationships and transactions with related parties, and other
significant matters arising from the audit regarding the company's relationships and transactions with related parties.
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.110 AS 2410 supersedes AU section 334, Related Parties.
Help Desk: As mentioned previously, AS 2410 states that the auditor should
evaluate whether the company has properly identified its related parties and
relationships and transactions with related parties. Evaluating whether a
company has properly identified its related parties and relationships and
transactions with related parties involves more than assessing the process
used by the company. This evaluation requires the auditor to perform procedures to test the accuracy and completeness of the related parties and relationships and transactions with related parties identified by the company,
taking into account the information gathered during the audit.
Plan auditors will want to consider how the requirements in AS 2410 will
change their audit procedures to test related party relationships and transactions.

Effective Date
.111 The standard and amendments are effective for audits of financial
statements for fiscal years beginning on or after December 15, 2014.
Help Desk: For additional information regarding the auditing standards and
amendments, see www.pcaob.org.

PCAOB Risk Assessment
.112 In October 2015, the PCAOB issued Release No. 2015-007, Inspection Observations Related to PCAOB "Risk Assessment" Auditing Standards
(No. 8 through No. 15). The release provides information regarding the compliance with the PCAOB's risk assessment standards that was observed during
the 2012–2014 PCAOB inspections of registered public accounting firms and
reflects the PCAOB's concern about the number and significance of deficiencies related to the compliance with their risk assessment standards. The most
frequently identified deficiencies related to

r
r
r

PCAOB Auditing Standard No. 13, The Auditor's Responses to the
Risks of Material Misstatement, now codified in AS 2301;
PCAOB Auditing Standard No. 14, Evaluating Audit Results, now
codified at AS 2810; and
PCAOB Auditing Standard No. 15, Audit Evidence, now codified
at AS 1105.

.113 Examples of common deficiencies included the following:

r
r

Firms did not perform substantive procedures, including tests of
details that were specifically responsive to fraud risks and other
significant risks that were identified (PCAOB Auditing Standard
No. 13, now codified at AS 2301).
Firms did not perform sufficient testing of the design and operating effectiveness of controls to support their planned level of control reliance, including testing controls over the system-generated
data and reports that were used to support important controls
or substantive procedures performed in response to the assessed
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r
r

risks of material misstatement (AS 2301 and PCAOB Auditing
Standard No. 15, now codified at AS 1105).
Firms did not evaluate the accuracy and completeness of financial
statement disclosures (PCAOB Auditing Standard No. 14, now
codified at AS 2810).
Firms did not take into account relevant audit evidence that appeared to contradict certain assertions in the financial statements
(AS 2810).

.114 In addition, the staff noted quality control concerns related to supervision of the audit, identification and assessment of the risks of material
misstatement, and audit responses to the risk of management override of
controls.
.115 In the release, the PCAOB states that firms need to continue to
evaluate whether their audit guidance and related tools are sufficient to provide
reasonable assurance of compliance with these standards.
.116 Although the PCAOB's risk assessment standards have been in place
for a while, this release emphasizes the need for auditors of registrants, which
would include plans that file a Form 11-K with the SEC, to comply with the
PCAOB's risk assessment standards and include proper documentation of such
assessment and responses to the identified risks.

PCAOB Inspections
.117 In October 2015, the PCAOB issued Staff Inspection Brief 2015-2,
which highlighted the objectives and scope of PCAOB inspections of registered
audit firms and their audits in 2015. Three general areas across firms were
noted as their focus:

r
r
r

Internal control over financial reporting
Assessing and responding to risks of material misstatement
Accounting estimates, including fair value measurements

This focus is based on the fact that these areas have seen significant deficiencies in past years. Inspectors also consider the current economic developments
when focusing their inspections. Notably, this year's developments included
the following:

r
r
r

The high pace of mergers and acquisitions
The search for higher-yielding investment returns
The recent fluctuation in oil prices and its varying effects on the
financial reporting risks of different industries.

The previous developments may affect employee benefit plans because there
may be plan transfers due to mergers and acquisitions. See the "Plan Transfers"
section of this alert. In addition, there may be changes in investments in order
to improve investment returns.

Name of the Engagement Partner
.118 Based on new rules adopted by the PCAOB, audit firms will be
required to disclose the name of the audit engagement partner and the names
of other audit firms participating in each audit. A new PCAOB form, "Auditor
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Reporting of Certain Audit Participants," will be required for each issuer audit
and should disclose
a. the name of the engagement partner;
b. the names, locations, and extent of participation of any other accounting firms contributing 5 percent or more of the total audit
hours; and
c. the number and total extent of participation of all other accounting
firms contributing less than 5 percent of the total audit hours.
.119 These new rules are subject to approval by the SEC. If approved, the
engagement partner disclosure requirement will be effective for auditor's reports issued on or after January 31, 2017, or three months after SEC approval,
whichever occurs later. The other participating audit firms' disclosure requirements noted previously in paragraph .118b–c of this alert will be effective for
reports issued on or after June 30, 2017.

Help Desk: For more information on the new PCAOB disclosure requirements, please see the PCAOB news release at pcaobus.org/News/Releases/
Pages/PCAOB-adopts-disclosure-rules-Form-AP-12-15-15.aspx.

Defined Benefit Pension Plans
.120 Since the last alert, DB plans continue to see changes in minimum
funding requirements, mortality data, and PBGC premiums, as well as an
increase in de-risking strategies and plan freezes. This section discusses some
of the more prevalent changes affecting DB plans.

Pension Benefit Guaranty Corporation Premiums and Reporting
.121 In December 2013, the Bipartisan Budget Act of 2013 was signed into
law, and this two-year budget agreement included significant increases in the
Pension Benefit Guaranty Corporation (PBGC) single-employer plan premiums
beginning in 2015. Such increases are in addition to those that were part of the
Moving Ahead for Progress in the 21st Century Act of 2012, as later modified
by the Highway and Transportation Funding Act in 2014. In addition, as part
of the Kline-Miller Multiemployer Pension Reform Act of 2014, multiemployer
plan flat-rate premiums have increased.
.122 Payment of premiums to the PBGC is required by Sections 4006 and
4007 of ERISA and PBGC's Premiums Regulations (29 CFR Parts 4006 and
4007). There are two kinds of annual premiums: the flat-rate premium, which
applies to all plans; and the variable rate premium (VRP), which applies only
to single-employer plans.

Flat-Rate Premiums
.123 The per-participant flat premium rate for plan years beginning in
2016 is $64 for single-employer plans (up from a 2015 rate of $57) and $27 for
multiemployer plans (up from a 2015 rate of $26). The Bipartisan Budget Act of
2013 provided for the increase in the single-employer rate, while the increase
in the multiemployer rate is the result of indexing.
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Variable-Rate Premiums (Single-Employer Plans Only)
.124 For plan years beginning in 2016, the VRP for single-employer plans
is $30 per $1,000 of unfunded vested benefits, up from a 2015 rate of $24. This
$6 increase reflects a $5 increase provided in the Bipartisan Budget Act of
2013, plus a $1 increase due to indexing.
.125 For 2016, the VRP is capped at $500 times the number of participants
(up from a 2015 cap of $418). Plans sponsored by small employers (generally
fewer than 25 employees) may be subject to a lower cap. Multiemployer plans
do not pay a VRP.
Help Desk: For more information on PBGC premium rates, see www.pbgc
.gov/prac/prem/premium-rates.html.

PBGC Premiums: Effect on Employee Benefit Plans
.126 Given the rise in PBGC premiums, some plan sponsors are (a) taking
steps to achieve a 100 percent funding level to avoid paying PBGC VRPs, and
(b) changing their investment policies such that they are designed to maintain
a 100 percent funding ratio once that level is achieved. Some plan sponsors (for
example, those that have been involved in mergers, spin-offs, or acquisitions)
are also reviewing their participant counts in an effort to avoid paying flat-rate
premiums for employees who are not current employees. Other plan sponsors
are offering lump-sum windows or purchasing annuities in an effort to reduce
the participant count and thereby decreasing the flat-rate premiums they pay.
See the "Pension Risk Management" section of this alert. Auditors may want
to understand what actions plan sponsors are taking to manage the PBGC
premiums and determine the possible effects on the auditor's risk assessment,
as well as accounting, auditing, and reporting for the plan.

PBGC Reporting
.127 Section 4043 of ERISA requires that plan administrators and sponsors notify PBGC of the occurrence of certain events that may signal problems
with a pension plan or business. The PBGC's regulation on reportable events
and large cumulative funding underpayments describes the events and notice
requirements in detail (see 29 CFR Part 4043). On September 11, 2015, PBGC
published a final rule (see www.federalregister.gov/articles/2015/09/11/201522941/reportable-events-and-certain-other-notification-requirements) effective January 1, 2016, that made significant changes to the prior regulation,
focusing on plans and sponsors that pose the greatest risk of defaulting on their
financial obligation. One of the biggest changes in the final regulation involves
reporting waivers (for example, criteria that exempts a company from filing a
reportable event notice). Through these waivers, PBGC limits reporting to only
the information the PBGC feels it needs, thereby allowing PBGC to exempt
about 94 percent of plans and sponsors from many reporting requirements
that would otherwise apply. The new waiver structure is designed to reduce
the burden of reporting for sponsors that present the least risk of not being
able to afford to keep their plans.
Help Desk: See the PBGC's Reportable Events FAQs (www.pbgc.gov/prac/
reporting-and-disclosure/reportable-events-faqs.html) for more information.
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Demographic and Economic Assumptions
.128 Several demographic and economic assumptions are used in actuarial
valuations for DB plans to determine the actuarial present value of accumulated plan benefits in accordance with the guidance in FASB ASC 960. The
economic assumption that most often has the greatest effect on the calculation
of the obligation is the discount rate. Demographic assumptions include assumed retirement ages, rates of mortality and disability, election of retirement
options (including percentage of participants choosing the lump-sum option),
marital status, and difference in ages between participants and their spouses.
The reasonableness of each assumption needs to be evaluated separately by the
sponsor and actuary when setting the assumptions, and by the auditor when
evaluating the reasonableness of those assumptions.

Mortality Data

Mortality Tables
.129 On October 27, 2014 the RP-2014 Mortality Tables were released by
the SOA to reflect improvements in mortality conditions subsequent to the release of the Retired Pensioner Mortality 2000 (RP-2000), which had previously
been the table most frequently used by DB actuaries.
.130 There are several versions of the RP-2014 tables that can isolate mortality rates for blue-collar workers from white-collar workers or can combine
the experience of both. The SOA also developed a projection scale called the
MP-2014, which reflects a more significant anticipated mortality improvement
than those contained in previous scales. Most plans, particularly calendar-year
plans and those with June 30 and September 30 year-ends, adopted one of the
RP-2014 base mortality tables along with the MP-2014 projection scale in the
plan's 2014 financial statements.
.131 On October 8, 2015, the SOA updated the MP-2014 projection scale,
based on the evaluation of two additional years of mortality improvement data
that became available from the Social Security database. The updated improvement scale is called the MP-2015 projection scale. The SOA has indicated that
updated projection scales will be released periodically (perhaps annually) to incorporate the most recent mortality information. The most recent data shows
a slowdown in the rate of mortality improvement, which affects the trend line
used for future projections. It is estimated that the effect of replacing the MP2014 projection scale with the MP-2015 projection scale could possibly decrease
a plan's accumulated plan benefit obligation by 0 percent to 2 percent, depending upon plan provisions and the demographics of the plan. In certain plans, the
effect could be somewhat greater. Many plans that had not issued their 2014
financial statements when the updated projection scale was released either
incorporated the updated projection scale in their 2014 financial statements or
assessed the effect as being immaterial to the financial statement as a whole.
Plans that had already issued their 2014 financial statements will be assessing
the effect of the updated projection scale in their 2015 financial statements.
.132 In 2014, many plans adopted modifications of the RP-2014 base table
and MP-2014 projection scale. These modifications generally involved backing
out the MP-2014 projections embedded in the RP-2014 table back to 2006 and
then applying a modified version of the MP-2014 scale, which more closely
reflected Social Security data. In effect, those modifications had already anticipated the updates reflected in the MP-2015 scale.
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Lump Sum Mortality Assumptions
.133 When determining the present value of future benefits, expected
lump sum benefits require the use of assumptions that may be different than
those used to value annuities. The mortality assumptions used to value annuities are the plan administrator's best estimate of future mortality experience.
Estimates of future lump sum benefits reflect IRS regulations. IRC Section
417(e) specifies interest and mortality rates that must be used in determining
current lump sum benefits. The mortality assumption currently specified has
not yet been updated to reflect the latest SOA's data. When projecting future
lump sum benefits, actuaries must make estimates of what future IRS regulations will require. Until the IRS updates its regulations to reflect more current
mortality data, many actuaries are using the mortality rates that are specified
in the current regulation, while other actuaries make an assumption that future regulations will be updated to reflect current data. Auditors reviewing the
mortality assumption used to estimate future lump sum benefits can expect to
see either of these approaches.

How and When to Consider Updated Mortality Tables
.134 In February 2015, the AICPA issued Q&A section 3700.01, "Effect
of New Mortality Tables on Nongovernmental Employee Benefit Plans (EBPs)
and Nongovernmental Entities That Sponsor EBPs" (AICPA, Technical Questions and Answers), which gives guidance on how and when to consider updated mortality tables in financial statements that have not yet been issued
at the time the updated tables are published, including the effect when the
plan obligations are presented as of the beginning of the plan year. FASB ASC
855-10-55-1 specifies that information that becomes available after the balance sheet date (but before the financial statements are available to be issued)
may be indicative of conditions existing at the balance sheet date when that
information is a culmination of conditions that existed over a long period of
time. Updated mortality tables are based on historical trends and data that go
back many years; therefore, the existence of updated mortality conditions is
not predicated upon the date that the updated mortality tables are published.
Management of a nongovernmental EBP or a nongovernmental sponsoring
entity should understand and evaluate the reasonableness of the mortality assumption chosen, even when assisted by an actuary acting as a management's
specialist, and document its evaluation and the basis for selecting the mortality tables it decided to use for its current financial reporting period. See Q&A
section 3700.01 for more information.
.135 A plan's assumption of expected mortality is based on each plan's
specific demographics and other relevant factors, and changes in actuarial
assumptions made to reflect changes in a plan's expected experience would be
viewed as a change in estimate in accordance with FASB ASC 960-20-35-4.
That is, the effects of those changes are accounted for in the year of change (or
in the year of change and future years, if the change affects both) and would
not be accounted for by restating amounts reported in financial statements for
prior years or by reporting pro forma amounts for prior years.
.136 Plan sponsors may not have the expertise to determine the effect of
these mortality improvements on their plan's obligations and are encouraged
to consult with the plan's actuary. Plan management's failure to properly consider the relevance of the improved mortality conditions in determining the
actuarial present value of accumulated plan benefits may result in a material
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misstatement of the financial statements and represent a deficiency in the design or operating effectiveness of internal control over financial reporting. The
severity of such an internal control deficiency would need to be evaluated with
consideration given to, among other things, the importance of the mortality
assumption to the measurement, and the potential materiality of the misstatement of the benefit obligation in the context of the financial statements. This
could lead to a U.S. GAAP departure that could result in the independent auditor issuing a modified opinion, regardless of whether the actuarial present
value of accumulated plan benefits is presented as of the beginning or end of
the year.

Retirement Assumption
.137 The retirement age assumption is an important demographic assumption used in the determination of the present value of accumulated plan
benefits. This assumption is typically a series of probabilities of retirement at
various ages, beginning with the earliest retirement age and ending with a
100 percent probability at a final age. With increases in the Social Security
retirement age and longer life expectancies, many plans have reviewed this
assumption and have extended the final retirement age assumption.

Other Assumptions
.138 Other assumptions used to determine the present value of accumulated benefits may also include the following, which is not intended to be all
inclusive:

r
r
r
r
r
r
r

Discount rate (reflecting the long-term rate of return on assets or
a settlement type of rate)
Withdrawal from the plan and employee turnover
Rates of disability and disabled lives mortality rates
Percentage married and difference in age from spouse
Forms of payment (for example: lump sum, form of annuity [life,
joint, and survivor])
Interest crediting rates for cash balance plan
Lump sum interest rates

FASB ASC 960 requires each assumption used in the actuarial calculation of
the accumulated benefit obligation to be considered on its own. Such changes
should be supported by a change in facts and circumstances that justify the
change as a better representation of the rate at which the plan could settle the
benefit obligation. To the extent that assumptions that are significant to the
measurement of the present value of accumulated plan benefits are adjusted
contemporaneously with incorporating changes in mortality data into a plan's
assumption of expected mortality, each adjustment is required to be separately
supported and represent the best estimate of that individual assumption.

Pension Risk Management
.139 Over the last several years, many plan sponsors have considered
de-risking their DB plans due to concerns about investment market volatility,
changes in funding rules, increases in PBGC premiums, and mortality improvements. Pension plan risk management strategies may include actions such
as liability redesign (for example, closing a plan to new participants), use of
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investment strategies (for example, use of dynamic asset allocation strategies),
and liability risk transfers (for example, lump-sums and annuity purchases).
.140 Many plan sponsors continue to look at either offering a one-time
lump-sum cash-out opportunity to plan participants, referred to as a lumpsum window,3 or to transfer their liability to a third party (such as an insurer)
through an annuity purchase. Liability-driven strategies may also include a
shift away from final average pay plans, or the purchase of various types of
annuity contracts (including buy-in4 and buy-out5 annuity contracts).
.141 When a plan sponsor contemplates de-risking their pension plan, it
does not come without some challenges:

r

De-risking has costs that plan sponsors will want to consider, such
as the following:
— Lower settlement rates than rate of return on assets
— Insurance company conservative assumptions, profit
margins, and expense loads

r

— Administrative time and expenses
Communications to participants can be complex and timeconsuming

.142 When planning and performing audits of DB plans, consideration
of de-risking strategies and whether contracts with insurance companies have
been properly reported for GAAP and DOL purposes may be warranted. In
addition, a plan's implementation of de-risking strategies may affect the auditor's risk assessment and the design of further audit procedures, based upon
the following:

r
r

Plan amendments (for example, to offer a lump-sum window)
Changes to a plan's actuarial assumptions:
— Asset mix changes and the associated plan's expected
return on assets (FASB ASC 960 discount rate)

r
r
r
r

— Demographic assumption changes due to changes in covered participants
Changes in benefit payment processing (for example, increased
volume of payments, form of payment [lump sums versus annuities])
Ongoing liquidity requirements after lump-sum payouts are made
Limitations on distributions based on a plan's funded status
Residual liabilities for annuity purchases

3
Lump-sum window is defined as a one-time lump-sum cash-out opportunity that plan sponsors
offer to certain plan participants for a limited period of time.
4
Buy-in annuity contract: With a buy-in annuity contract, the plan invests in an annuity contract, which will reimburse the plan for future benefit payments covered by the contract, and the plan
remains responsible for administering and paying the benefits, as well as paying Pension Benefit
Guaranty Corporation premiums.
5
Buy-out annuity contract: With a buy-out annuity contract, through the payment of a premium, the risk and responsibility for the payment of benefits (generally to retired participants)
is transferred to an insurance entity through the purchase of individual annuity contracts for the
affected participants, thus eliminating the plan and plan sponsor's pension benefit obligation.
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Nondiscrimination considerations if de-risking event (for example, lump sum window) is offered only to a subset of a covered
group
Funding level of plan prior to and after lump-sum payments

Government Reports on De-Risking
.143 In February 2015, the Government Accountability Office (GAO) issued a report recommending that certain actions be taken when companies
are considering de-risking their DB plans. The GAO recommends that plan
sponsors notify the DOL when they implement lump-sum windows as well as
provide additional guidance on the information plan sponsors provide to the
participants. The 2015 Advisory Council on Employee Welfare and Pension
Benefit Plans also studied Model Notices and Disclosures for Pension Risk
Transfers (refer to the "Regulatory Developments—DOL" section of this alert).
Help Desk: For additional information on GAO recommendations, as well as
the full report, see the link at www.gao.gov/products/GAO-15-74
.144 PBGC actuaries completed a study in December 2015 of risk transfer
events in DB plans by looking at patterns in Form 5500 data filed from 2009
to 2013. By examining those patterns, the actuaries identified plans that had
recent risk transfers. The study looked at about 3,600 larger plans, and of those
plans over 500 had experienced a risk transfer event during the 5-year period.
Almost 400 of the events involved lump sum payments; the remaining involved
annuity purchases to replace the company pension.
.145 The PBGC is interested in risk transfer events because

r
r
r

lower insurance premium payments may affect PBGC's long-term
financial condition.
past risk transfer activity can help project future activity and help
PBGC plan for its effects.
participants may elect to receive lump sums. If so, policy-makers
will want to ensure they have the correct tools to manage their
funds wisely.

Help Desk: For a complete copy of the study, refer to the Risk Transfer Study
at www.pbgc.gov/documents/Risk-Transfer-with-Notes-December-2015.pdf

Frozen Plans
.146 Plan sponsors continue to freeze their DB plans as noted in the
"Terminating Plans (Full or Partial) and Frozen Plans" accounting section in
chapter 6, "Defined Benefit Pension Plans," of the guide. A sponsor can freeze
a DB plan in several ways. The plan may be amended to do the following:

r
r

No longer allow new participants to enter the plan while those
participants already in the plan continue to accrue benefits.
Stop benefit accruals for all active participants, but allow benefits
to increase with the growth in participants' wages (soft freeze).
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Stop benefit accruals for some participants based on age, tenure,
job classification, or plant location (partial freeze).
Cease benefit accruals for all participants (hard freeze).

Any of these amendments serve to "freeze" the plan in some manner; however,
the plan will typically stay in existence as long as necessary to pay already
accrued benefits. It is important for auditors to remember that freezing the
plan does not mean that pre-freeze date information is no longer relevant to
the audit because it is still relevant to the plan's actuarial present value of
accumulated plan benefits, benefit payments, and funded status.
.147 Areas of special consideration when testing the reliability and completeness of the census data in an audit of a frozen plan's financial statements
include the following (not all-inclusive):

r
r
r

Whether benefit payment calculations were performed at the
freeze date for all participants (active and deferred vested)
Whether accrued benefit testing can be performed such that testing can be relied upon in future audits (census and benefit payment testing)
What carry-forward working paper documentation is needed

Help Desk:: It is important for the auditor to consider procedures performed
in prior years when establishing a baseline for frozen plans. If the auditor is
able to obtain sufficient appropriate audit evidence to test the completeness
and accuracy of census data at the time of a freeze, the auditor may be
able to limit future testing on the census data to exceptions or changes in
data. If the auditor plans to rely on information from past audits to limit the
nature, timing, or extent of work in the current period audit, it is important
for the auditor to evaluate whether the prior years' testing results remain
relevant and reliable and the sufficiency of the working paper documentation
supports their baseline testing strategy. See the "Accumulated Plan Benefits
and Participant Census Data" and "Terminating Plans (Full or Partial) or
Frozen DB Plans" auditing sections in chapter 6 of the guide for further
information on testing census data in frozen pension plans.
.148 When performing audit procedures in response to assessed risks of
material misstatement relating to census data and benefit payments in a frozen
plan, it is important for the auditor to determine whether it is appropriate to
use audit evidence about the operating effectiveness of controls obtained in
previous audits, and if so, the length of time that may elapse before retesting
a control. Paragraph .13 of AU-C section 330, Performing Audit Procedures
in Response to Assessed Risks and Evaluating the Audit Evidence Obtained
(AICPA, Professional Standards), states that the auditor should consider

r
r
r
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the effectiveness of other elements of internal control, including
the control environment, the entity's monitoring of controls, and
the entity's risk assessment process;
the risks arising from the characteristics of the control, including
whether the control is manual or automated;
the effectiveness of general IT controls;
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the effectiveness of the control and its application by the entity,
including the nature and extent of deviations in the application of
the control noted in previous audits and whether there have been
personnel changes that significantly affect the application of the
control;
whether the lack of a change in a particular control poses a risk
due to changing circumstances; and
the risks of material misstatement and the extent of reliance on
the control.

.149 Additionally, paragraph .14 of AU-C section 330 states that if the
auditor plans to use audit evidence from a previous audit about the operating
effectiveness of specific controls, the auditor should perform audit procedures
to establish the continuing relevance of that information to the current audit. The auditor should obtain this evidence by performing inquiry—combined
with observation or inspection—to confirm the understanding of those specific
controls. If there have been changes that affect the continuing relevance of the
audit evidence from the previous audit, the auditor should test the controls
in the current audit. If there have not been such changes, the auditor should
test the controls at least once every third audit, and should test some controls
during each audit to avoid the possibility of testing all the controls on which
the auditor intends to rely in a single audit period, with no testing of controls
in the subsequent two audit periods.
.150 When auditors evaluate whether they can rely on past testing (for
example, assessment of its continued relevance and reliability of that testing),
they might consider the following:

r
r

Updating the audit team's understanding of the process for accumulating and updating the census data and how the data is
transmitted to the actuary
Inquiring as to any changes to the parties involved in the preparation and review process (such as the sponsor, actuary, or thirdparty service administrator) and the services performed by each,
including the process for the following (not all inclusive):
—

How newly eligible participants (if any) get entered into
the census data

—

How changes for events—such as marriage, divorce, retirement, or death—are updated in the data

—

How corrections of known errors are recorded

—

How plan management ensures participants are removed
from the plan records after final payment from the plan

—

Whether there have been any amendments, addendums,
or changes to the information

.151 Paragraph .31 of AU-C section 330 states that if the auditor plans
to use audit evidence about the operating effectiveness of controls obtained in
previous audits, the auditor should include in the audit documentation the conclusions reached about relying on such controls that were tested in a previous
audit. For a plan audit, this might include the following:
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Roll forward of the information (including its context) to the current year file and update, as needed, to include the most up-to-date
information
Document how the auditor determined that the information is still
relevant and the effect this will have on the current year audit
Attach the original information (or a summary of it) and the
changes to the information (if any) in the audit file
If the auditor plans to rely on controls over a risk the auditor
has determined to be a significant risk, the auditor should test
the operating effectiveness of those controls in the current period.
See paragraph .15 of AU-C section 330.

Help Desk: As many employers have moved away from providing retirement
benefits in a traditional DB plan, many employers have allowed the employees who were already in the plan to continue to earn pension benefits, but
closed the plan to all other employees. Although these plans are still required
to meet the IRS nondiscrimination rules, they frequently find it more difficult
to meet these requirements after a period of time, because the group of participants still earning benefits under the plan tends to become more highly
compensated because the participants continue to receive pay raises, and new
employees (who are frequently lower-paid) are not covered by the plan. The
IRS recently issued Notice 2015-28 extending the limited, temporary relief for
soft frozen DB plans that are having difficulty meeting the nondiscrimination
requirements under the IRC. See the "Nondiscrimination Testing" section of
this alert.

Maintaining Pertinent Records
.152 When benefits are based on average compensation, it may be challenging or difficult to obtain reliable census data, as sufficient historical records
may be unavailable. Lapses in data can be caused for various reasons, such as

r
r
r
r
r

following a general company record retention policy that is inconsistent with ERISA record retention requirements;
the result of a corporate transaction (for example, plan merger,
spinoff or changes in sponsorship);
a change in service providers (for example, actuaries or other
third-party administrators);
a natural disaster (for example, fire or flood); and
inadvertent destruction or disposal of records.

As many DB plans continue to age, plan sponsors and service providers are
having significant data-storage burdens, given the volume of paper and electronic records associated with these plans. A number of plan sponsors have
experienced difficulty in maintaining all pertinent participant data relating
to census data and benefit payments. Often, plan sponsors do not maintain
the proper detail supporting the deferred vested benefits (for example, eligibility records, individual census data, compensation records, and employee work
history).
.153 Before offering a lump-sum window, plan sponsors will want to consider the condition of the plan's data (for example, any lapses in service history
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or inaccurate Social Security numbers) and whether there are missing participants.
.154 Irrespective of the various document retention requirements under
federal and individual state laws, two basic record retention provisions exist
under ERISA:

r
r

Section 107 of ERISA requires anyone who must (a) file a report
(such as Form 5500), or (b) certify information under Title 1 of
ERISA to maintain sufficient records to verify, explain, or clarify
the information contained in such reports for not less than six
years after the filing of the report.
Section 209 of ERISA requires every employer to maintain records
necessary to determine benefits due or that may become due to
each of its employees.

.155 As a result, it is important for plan sponsors to maintain records
regarding plan benefits indefinitely (either in their original paper form or electronically under certain conditions), or at least as long as a possibility exists
that they may be relevant to a determination of the benefit entitlements of a
participant or beneficiary. Failure to retain necessary documents, even if not
specifically required to be kept by law, can result in significant costs and fees
(for example, recreation of record or litigation defense). Plan sponsors may find
it prudent to consult with ERISA counsel or other specialists.
.156 The inability to test participant data or benefit payments may be
considered a limitation on the scope of the audit. In these situations, the auditor
will need to determine how significant the restrictions on the scope of the audit
are to the overall engagement (for example, the effect on the reported actuarial
present value of accumulated plan benefits, benefit payments, or the funded
status of the plan) and to determine the effect on the auditor's report.
.157 Paragraph .20 of AU-C section 700, Forming an Opinion and Reporting on Financial Statements (AICPA, Professional Standards), states that
when an auditor is unable to obtain sufficient appropriate audit evidence to
conclude that the financial statements as a whole are free from material misstatement, the auditor should modify the opinion in the auditor's report in
accordance with AU-C section 705, Modifications to the Opinion in the Independent Auditor's Report (AICPA, Professional Standards). Paragraph .A8 of
AU-C section 705 states that the auditor's inability to obtain sufficient appropriate audit evidence (also referred to as a limitation on the scope of the audit)
may arise from the following:

r
r
r

Circumstances beyond the control of the entity
Circumstances relating to the nature or timing of the auditor's
work
Limitations imposed by management

The missing participant data issue often materializes when a change in auditor occurs, especially for DB plans. Often, the predecessor auditor has been
auditing the participant data for several years and has evidence of the participant data they have tested in their working papers. However, if the participant
data has not been adequately maintained, the successor auditor may have a
limitation on the scope of the audit. Prior to accepting a new benefit plan engagement, auditors may need to take special care in determining if missing
participant data is a risk.
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Help Desk: As noted in the "Forming an Opinion" section in chapter 11 of the
guide, the DOL will generally reject Form 5500 filings that contain modified
opinions, other than the disclaimer of opinion issued in connection with a
limited-scope audit pursuant to 29 CFR 2520.103-8. Plan sponsors with their
auditors are encouraged to contact the DOL in advance of filing a modified
opinion.

Health and Welfare Plans
.158 The Affordable Care Act (ACA) put in place a number of comprehensive reforms with various effective dates. Some of the reforms affect the plan
sponsor or service providers while other reforms directly or indirectly affect the
H&W plan. It is important for the auditor of a H&W plan to understand the
various provisions of the ACA and their possible effects on risk assessment, as
well as accounting, auditing, and reporting for the plan.
.159 The three primary goals of the ACA were to expand coverage to those
without health insurance, reform the delivery system of benefits to improve cost
and quality, and decrease the costs of providing health care. The expansion of
coverage is to be accomplished through (a) the establishment of state-based
marketplaces for the purchase of insurance, (b) an individual mandate for all
Americans to have health insurance coverage or pay a tax penalty, and (c)
a mandate for employers to offer coverage to all full-time employees. While
federal and state-based exchanges opened and the individual mandate became
effective in 2014, the employer mandate became effective in 2015, along with
associated reporting requirements.
.160 In addition to many new tax rules to help offset the overall cost of the
reform, the ACA made many changes for plan sponsors to consider that may
affect plan operations, internal control, and financial reporting. Some examples
of these changes are included in the following sections.

Insurance Exchanges
.161 Health insurance marketplaces, also called health or insurance exchanges, are entities set up to facilitate the purchase of health insurance in each
state in accordance with the ACA. Marketplaces provide a set of governmentregulated and standardized health care plans from which individuals may
purchase health insurance policies eligible for federal subsidies.

Private Exchanges
.162 The high cost of health care and the requirements of the ACA have
accelerated the concept of defined contribution health plans and private health
exchanges established by private entities, such as large human resource consulting firms and insurance companies. These private exchanges should not be
confused with the insurance exchanges established by the states and the federal government. The private exchanges allow an employee to choose among
a number of different health care options provided by an employer, and often
specify a fixed dollar amount that the employer will contribute toward the cost
of coverage. Thus the selection is often subsidized by the employer.
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Individual Mandate
.163 Beginning in 2014, individuals must have Minimum Essential
Coverage (MEC) or they are subject to an individual mandate penalty unless
they meet one of the permitted exemptions (see www.irs.gov/AffordableCare-Act/Individuals-and-Families/ACA-Individual-Shared-ResponsibilityProvision-Exemptions for exemptions from the penalty). MEC includes
Medicare, Medicaid, Children's Health Insurance Program, TRICARE (health
care program covering military personnel), and most employer-sponsored
medical coverage. Tax credits and reductions in out-of-pocket costs are offered
to individuals who purchase coverage through an exchange if the taxpayer's
family income is between 100 percent and 400 percent of the federal poverty
line and (1) their employer does not offer health care benefits coverage, or (2)
the taxpayer's employer offers coverage but the coverage is not affordable or
does not provide minimum value. If an employee purchases insurance through
an exchange and qualifies for the tax credit or the reduction in out-of-pocket
costs, the employer may be subjected to a penalty. Taxpayers must indicate on
their tax returns whether or not they and their family members were covered
by MEC throughout the year.

Employer Mandate to Offer Coverage
.164 Beginning January 1, 2015,6 "applicable large employers"—which
include employers with 100 or more full-time, plus full-time equivalent,
employees—may be subject to a nondeductible excise tax if one or more fulltime employees (that is, those employees who work on average at least 30 hours
per week) purchase health insurance through an exchange and receive a tax
subsidy or credit, and the employer

r
r

fails to offer minimum essential coverage to at least 70 percent of
all full-time employees and their dependents, or
offers minimum essential coverage to at least 70 percent of fulltime employees and their dependents, but the coverage
—

is unaffordable or

—

does not meet the minimum value requirement.

All members of a controlled group of employers or an affiliated group are treated
as a single employer in determining whether the employer is an applicable
large employer. Once the employee threshold is reached (for 2015 this is 100
employees), each employer that is a member of the group is subject to the
mandate and penalties. For a self-insured plan, the employer is liable for the
excise tax (the insurance company is liable in the case of an insured plan) and,
as such, plan assets are not permitted to be used to pay the excise tax.
.165 This excise tax is assessed on a monthly basis. If the employer fails
to offer minimum essential coverage to at least 70 percent of all full-time
employees and their dependents, then the 2015 tax is an annual amount equal
to $2,080 multiplied by the total number of full-time employees, minus the first
80 full-time employees. It is important to note that it takes only one full-time
employee qualifying for the premium tax credit or cost reduction subsidies to
6
See IRS Notice No. 2013-45 (July 10, 2013) for more information. In the preamble to T.D. 9655,
the government provided that the penalties would apply in 2015 only to employers with 100 or more
full-time plus full-time equivalent employees. Thus, the penalties will not be in full effect until 2016
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trigger the excise tax with respect to all full-time employees. If the employer
offers minimum essential coverage to at least 70 percent of full-time employees
and their dependents, but the coverage is unaffordable or does not meet the
minimum value requirement, then the 2015 tax is an annual amount of $3,120
for each full-time employee who receives a premium tax credit or subsidy. Thus,
the potential tax is generally much higher under the first scenario than under
the second scenario.
.166 In 2016 and beyond, the employee threshold to be considered an
applicable large employer is reduced to employers with 50 or more full-time,
plus full-time equivalent, employees. In 2016 and beyond, the offer of coverage
threshold increases from 70 percent to 95 percent, and the $2,080 amount
is indexed to $2,160 and is multiplied by the number of full-time employees
less 30. The tax amounts are indexed for inflation in later years. The IRS
has provided transition relief for non-calendar fiscal year plans for 2015 under
which the penalties will not apply before the first day of the plan year beginning
in 2015.

New IRS Forms 1095-C and 1095-B for Employees
.167 Beginning in 2016, employers are also required to report coverage
information to participants for calendar year 2015 through Form 1095-C. Even
though these coverage statements are presented annually to employees and the
IRS, the forms must provide month-by-month information concerning whether
the employee was covered under a health insurance plan, what level of coverage was offered and certain premium information for each month of the year.
Employers must give each full-time employee (as well as other covered individuals, such as retirees, and COBRA beneficiaries if the health plan is self-funded)
Form 1095-C by March 31, 2016 (this deadline will change to January 31 for all
subsequent years [see IRS Notice 2016-4 for the 2015 extension]), regardless
of whether the plan is insured or self-funded, and transmit all the employees'
forms to the IRS no later than June 30, 2016, if electronically submitted (this
deadline will change to March 31 for all subsequent years). The form indicates
the premium and coverage information. If the health insurance plan is fully
insured, the employee will also get Form 1095-B with coverage information
from the insurance company.
Help Desk: An employer will send the IRS Form 1094-C transmittal with a
copy of each employee's Form 1095-C; the Form 1094-B transmittal from the
insurance company goes with a copy of each employee's Form 1095-B. The
deadline for filing these transmittal forms depends on whether an employer
or an insurer files on paper (May 31, 2016) or electronically (June 30, 2016).
Employers need to take the information reporting very seriously because
the Form 1094-C transmittal requires that an official of the employer attest
that the information being reported is "true, correct and complete" under
penalties of perjury. Fines are $200 for each Form 1095-C, or each employee,
for failing to file with the IRS, failing to include all required information, or
for submitting incorrect information (up to a $3 million penalty for the year).
Penalties cannot be paid from plan assets. Allowances are made for 2015 for
employers who make a good-faith effort to comply.
To learn more about the annual reporting requirements for large employers, see www.irs.gov/Affordable-Care-Act/Employers/Information-Reportingby-Applicable-Large-Employers
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Patient-Centered Outcomes Research Fees
.168 Health care reform created a new not-for-profit corporation, the
Patient-Centered Outcomes Research Institute (PCORI). It is funded, in part,
by fees (sometimes referred to as PCORI fees) paid by health insurers for insured plans and by plan sponsors for self-insured health plans. The fees apply
to specified health insurance policies with policy years ending before October
1, 2019, and applicable self-insured health plans with plan years ending before
October 1, 2019. (For calendar year policies or plans, the fee is applicable for
policy or plan years through 2018.) The fee is equal to the average number of
lives covered during the policy year or plan year multiplied by the applicable
dollar amount for the year. The applicable dollar amount was $1 for the first
year of the fee, $2 for the second year, and was indexed thereafter. It is paid
each July based on the previous plan year.

Effect on Employee Benefit Plans
.169 The PCORI fee is a tax assessed against the plan sponsor and the
fee cannot be paid from plan assets. A special exemption has been created for
multiemployer plans and (in certain limited cases) other plans when the plan
sponsor is a trustee or board of trustees that exists solely for the purpose of
sponsoring and administrating the plan and that has no source of funding independent of plan assets, so that plan assets may be used to pay the PCORI fee.
See the DOL's FAQ No. 8 for further information at www.dol.gov/ebsa/faqs/faqaca11.html.
.170 The fee may be passed along to participants. For self-insured plans
subject to ERISA, care should be taken by the plan sponsor to avoid paying
the fee from plan assets. Payment of improper expenses from plan assets is a
breach of fiduciary duties and may be considered a nonexempt transaction.
.171 The regulations require plan sponsors of applicable self-insured
health plans to use one of three alternative methods to determine the average number of lives covered under the applicable self-insured health plan for a
plan year—the Actual Count Method, the Snapshot Method, or the Form 5500
Method.
Help Desk: For more information on the PCORI fee and the methods used
to determine the fee, visit www.irs.gov/uac/Newsroom/Patient-CenteredOutcomes-Research-Institute-Fee

Transitional Reinsurance Fees
.172 A transitional reinsurance program was established to assist insurers by partially offsetting high-cost enrollees, in and outside the new exchanges,
through 2016. The program is financed through fees assessed against insurers and employer-sponsored group health plans. The total fees to be paid are
approximately $8 billion for 2015 and $5 billion for 2016, plus administrative
expenses. These amounts are to be divided among all covered lives in all plans.
The Department of Health and Human Services has determined the fee for
2015 to be $44 per enrollee (enrollees include employees plus their covered
spouse and dependents). States have the right to charge additional fees to insured individual, small-group, and large-group plans. If the plan is an insured
plan, the fee will be paid by the insurer; if it is a self-insured plan, the plan
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itself is responsible for the fee but may elect to use a third-party administrator
to transfer the fee. In both cases, the plan sponsor will likely bear the ultimate cost of the fee, either directly or by having it incorporated through the
premium or premium equivalent process. Because the fee is assessed against
the plan, plan assets may be used to pay the fee and the fee may be passed
along to the participants. Certain self-insured group health plans that do not
use a third-party administrator for claims processing or adjudication or for
processing and communicating plan enrollment are exempt from the fee for
2015 and 2016. Though very few plans are self-insured and self-administered,
the exemption may provide relief to some collectively bargained multiemployer
plans that meet the requirements for exemption.
.173 The fee is paid on a calendar-year basis on www.pay.gov, regardless of whether the plan year is a calendar year or a fiscal year. Visit www.cms
.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/TheTransitional-Reinsurance-Program/Reinsurance-Contributions.html for more
information on the timeline for the payment of fees.
.174 The regulations set forth a number of methods that plan sponsors of
applicable self-insured health plans may use to determine the average number
of lives covered under the applicable self-insured health plan. These methods
are similar to the methods permitted to calculate the previously discussed
PCORI fee. For more information on the methods to determine the fee,
visit www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-StabilizationPrograms/The-Transitional-Reinsurance-Program/Downloads/Examples-ofCounting-Methods-for-Contributing-Entities.pdf

The Health Insurance Industry Fee
.175 The Health Insurance Industry fee is due by September 30 following
the data year (see www.irs.gov/Businesses/Corporations/Affordable-Care-ActProvision-9010 for further information). Health insurance providers pay an
annual fee based on their premium revenues. The fee will be used to fund
federal- and state-run exchanges. It is likely that these fees will be passed
on to customers, thus increasing the cost of insured plans—including medical,
dental, and vision plans, as well as insured retiree-only plans. It does not apply to self-insured plans and associated stop-loss premiums. The Consolidated
Appropriations Act of 2016, Title II, Section 201, Moratorium on Annual Fee
on Health Insurance Providers, suspends collection of the health insurance
provider fee for the 2017 calendar year. Thus, health insurance issuers are not
required to pay these fees for 2017. This moratorium does not affect the filing
requirement and payment of these fees for 2016.

Cadillac Tax
.176 The ACA imposes an excise tax on high-value health plans (often
referred to as the "Cadillac" tax). A plan is a high-value plan when the cost of
the plan exceeds certain amounts. Beginning in 2020, this excise tax is to be
imposed on the provider of employer-sponsored healthcare coverage if the aggregate cost for an employee exceeds a threshold amount. The tax is 40 percent
of the amount by which the aggregate cost exceeds the threshold. The annual
threshold amount is $10,200 for self-only coverage and $27,500 for other coverage. Higher thresholds apply to retirees under age 65 and individuals in certain
high-risk professions. The tax is determined on an employer-by-employer basis. The tax is paid by the insurer for insured programs and is assessed against
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the plan in the case of self-insured plans. The Cadillac tax applies generally
to coverage under a group health plan excluding standalone vision and dental
programs and those programs paid exclusively with after-tax dollars by the
employee. Many employers are currently reassessing their health plans in an
effort to reduce the expected excise tax through reductions in benefits or increases in cost sharing. Refer to IRS Notice 2015-16 regarding possible future
exclusions and cost determination and Notice 2015-52 for additional guidance
regarding procedural issues. Although most excise taxes are not deductible, the
Cadillac tax is deductible by the payer of the tax (see IRC Section 4980I(f)(10)
for more information on the deductibility of the Cadillac tax).

Retiree Prescription Drug Benefits
.177 There are two employer Medicare Part D reimbursement options for
retiree prescriptions drug benefits: retiree drug subsidy (RDS) and employer
group waiver plan (EGWP). The RDS encourages a plan sponsor not to drop
its prescription drug coverage and offers incentives for companies to keep their
coverage. EGWP, on the other hand, encourages plan sponsors to participate
in the Medicare Part D program.

Retiree Drug Subsidy
.178 Before the ACA, plan sponsors offering retiree prescription drug coverage that was at least as valuable as Medicare Part D coverage were entitled
to a tax-free 28 percent federal RDS.7 The ACA repealed the tax advantages
(a deduction for the retiree drug subsidy) previously associated with the RDS
program.
.179 The ACA also made enhancements to Medicare Part D prescription
drug coverage and addressed the coverage gap8 (known as the "donut hole")
which will be filled by 2020. As a result, a potential significant cost-savings
opportunity has been created for plan sponsors that provide prescription drug
benefits to their Medicare-eligible retirees.

Employer Group Waiver Plans
.180 As an alternative to the RDS program, some plan sponsors have restructured their prescription drug benefit programs to an EGWP. An EGWP
is a Centers for Medicare and Medicaid Services (CMS)-approved program for
both employers and unions. The employer may contract directly with CMS or
go through a third party to establish the plan. For a fully insured EGWP, the
third party charges a premium. More commonly, EGWPs are self-funded, integrated with Medicare Part D, and sometimes include a fully insured "wrapper"
around the plan to cover drugs not included in the third party's formulary9 or
Medicare. In a self-funded EGWP, the employer contracts with a third party
(such as a pharmacy benefit manager [PBM]) to provide drug benefits to its
Medicare-eligible retirees and covered Medicare-eligible dependents; the third
party (on behalf of the employer) then processes claims, passes through subsidies, and charges an administrative fee. The benefits of an EGWP program
7
See the "Other Receivables" accounting section of chapter 7, "Health and Welfare Benefit
Plans," of the 2016 AICPA Audit and Accounting Guide Employee Benefit Plans for additional information regarding Medicare Prescription Drug Subsidy.
8
Coverage gap is commonly referred to as a period when Medicare no longer covers certain
prescriptions.
9
A formulary is a listing of drugs available to the retiree.
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include annual expected savings (below levels under the RDS program), removal of certain administrative burdens, improved cash flow, and the transfer
of the risk of administering an RDS program.
.181 There are various components of an EGWP and the applicability of
each is dependent on how the program is designed. Each component of the
program needs to be evaluated separately to determine the correct accounting treatment. Some examples of the various types of subsidies, rebates, and
discounts that are commonly received under an EGWP design include the following:

r
r
r
r
r

Direct subsidies
Medicare Rebate Program
Manufacturer Coverage Gap Discount
(Catastrophic) Reinsurance Subsidy
Participant-related subsidies or penalties (or both)
— Low income subsidies

r
r

Low income cost-sharing subsidy
Low income premium subsidy

— Late Enrollment Penalty
.182 Plan sponsors may continue to apply for federal RDS program benefits, the payment of which is received directly by the employer. However, it
is generally expected that retiree plan participants will receive essentially the
same prescription drug benefits under an EGWP as they would under an RDS
approach; however, the cost of providing the benefit will generally be less under
the EGWP program. Depending on the specific plan design for cost-sharing between the employer and the retiree, the cost savings may be realized by either
one or both parties.
Help Desk: For additional information on EGWP, visit www.cms.gov/
Medicare/Prescription-Drug-Coverage/PrescriptionDrugCovContra/PartDEGWP.html

Medical Loss Ratio Rebates
.183 As noted in DOL Technical Release 2011-04, Guidance on Rebates
for Group Health Plans Paid Pursuant to the Medical Loss Ratio Requirements
of the Public Health Service Act, Section 2718 of the Public Health Service Act
(PHSA), as added by the ACA, requires that health insurers publicly report
on major categories of spending of policyholder premium dollars, such as clinical services provided to enrollees and activities that will improve health care
quality. The law also established medical loss ratio (MLR) standards. Insurers
are required to provide rebates to enrollees when insurers' spending for the
benefit of policyholders on reimbursement for clinical services and health care
quality improving activities (in relation to the premiums charged as adjusted
for taxes) is less than the MLR standards established by the statute. Rebates
are based upon aggregated market data in each state, not upon a particular
group health plan's experience.
.184 Insurers are required to report data concerning MLR to each state
in which they do business. Insurers that did not meet the MLR standards for
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policies are required to provide a rebate to their enrollees. Instructions and fact
sheets regarding how the rebate is calculated can be found on the CMS website:
www.cms.gov/site-search/search-results.html?q=rebate%20calculation
Distributions paid by health insurance issuers to their policyholders (including
employee benefit plans) can take a variety of different forms (for example,
refunds, dividends, demutualization payments, rebates, and excess surplus
distributions). Rebate payments made in connection with group health plans
covered by ERISA and pursuant to Section 2718 of the PHSA may constitute
plan assets. If so, the policyholder would be required to comply with ERISA's
fiduciary provisions in the handling of rebates it receives. Readers should refer
to DOL Technical Release 2011-04 (www.dol.gov/ebsa/newsroom/tr11-04.html)
for further information.

Help Desk: Frequently asked questions relating to potential tax consequences of the rebate can be found at the IRS website by searching the
term "medical loss ratio" at the following site: www.irs.gov/newsroom/article/
0,,id=256167,00.html.

Penalty for Noncompliance With ACA Requirements
.185 In addition to other fees, taxes, and penalties, a noncompliance
penalty ($100 per affected individual) is imposed by the IRS on sponsors of
group health plans for every day in which an employer is not in compliance
with any of the ACA market reform requirements—such as the requirement to
continue coverage for dependent children to age 26, the prohibition on annual
and lifetime limits, the requirements for preventive care benefits, and the rest
of the ACA market reforms. This is the same self-reported penalty that applies
for violation of the Consolidated Omnibus Budget Reconciliation Act (COBRA),
Heath Insurance Portability and Accountability Act (HIPAA), mental health
parity, and other group health plan requirements. The penalty applies only to
a plan that has more than one active employee. For example, the penalty does
not apply to a plan whose only participants are retirees. This penalty cannot
be paid by the plan.
.186 ACA market reforms apply to certain types of group health plans, including health reimbursement arrangements (HRAs), health flexible spending
arrangements (health FSAs) and certain other employer healthcare arrangements, including arrangements under which an employer reimburses an employee for some or all of the premium expenses incurred for an individual health
insurance policy. See paragraph B-3 of chapter 7, "Health and Welfare Benefit Plans," of the guide for a discussion of common tax-advantaged financial
arrangements, IRS Notice 2015-17 (www.irs.gov/irb/2015-14˙IRB/ar07.html),
IRS Notice 2013-54 (www.irs.gov/pub/irs-drop/n-13-54.pdf), DOL Technical
Release 2013-03 (www.dol.gov/ebsa/newsroom/tr13-03.html), and the DOL's
FAQs (www.dol.gov/ebsa/faqs/faq-aca22.html) that address the application of
the ACA to these arrangements.
.187 An employee cannot purchase an insurance policy sold in the individual health insurance market (for example, an "individual market plan")
with nontaxable contributions, including the purchase of an individual market
plan with employee pre-tax contributions made through an IRS Section 125
cafeteria plan. This also includes payments from an employer to reimburse the
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premiums paid by an employee for an individual market plan under a Section
105 Medical Reimbursement Plan, a Revenue Ruling 61-146 arrangement, or
any other arrangement in which employer dollars are being used for such reimbursements. If an employer were to provide pre- or post-tax reimbursement
of an employee's costs, doing so would cause the health plan to not meet the
ACA's requirements (such as the prohibition on annual dollar limits). This does
not apply to retiree plans, but does apply to arrangements for active employees
as well as to partners and Sub S shareholder or employees.

Health and Welfare Plans Summary
.188 Chapter 7 of the guide can provide useful information in determining
how the preceding provisions may affect a plan's accounting, auditing, and reporting. Certain provisions previously described may affect the plan sponsor's
financial statements rather than the H&W plan itself (for example, penalties,
excise taxes, and PCORI fees). Other provisions may directly affect the plan
resulting in accruals on the statement of net assets available for benefits or
additions or deductions to the statement of changes in net assets available for
benefits (for example, rebates). In addition, certain provisions could affect the
statement of benefit obligations and statement of changes in benefit obligations of the plan (for example, Cadillac tax). Refer to the "Other Receivables"
accounting section of chapter 7 in the guide for information on other receivables,
refunds or rebates, and subsidies. For plan expenses paid from the general assets of the plan sponsor that directly relate to the plan, see the "Plan Expenses"
accounting section in chapter 7 of the guide, including a recommendation that
such expenses be presented in the plan's financial statements so that financial
statement users can fully understand the cost associated with the plan and the
financial statements can reflect the true expenses of the plan. Also, refer to the
"Benefit Obligations" accounting section in chapter 7 of the guide for information on how administrative expenses expected to be paid by the plan that are
associated with providing the plan's benefits should be reflected in measuring
the benefit obligation.

Recent Pronouncements
.189 AICPA auditing and attestation standards are applicable to audits
and attestation engagements of nonissuers. The PCAOB establishes auditing
and attestation standards for audits of issuers. FASB establishes GAAP for
both public and nonpublic entities. For information on standards issued subsequent to the writing of this alert, please refer to the AICPA's website at
www.aicpa.org, FASB's website at www.fasb.org, and the PCAOB's website
at www.pcaob.org. You also may look for announcements of newly issued accounting and auditing standards in the CPA Letter Daily and the Journal of
Accountancy.

Recent Auditing and Attestation Pronouncements
and Related Guidance
.190 The following table presents a list of recently issued audit and attestation standards and related guidance.

ARA-EBP .188

©2016, AICPA

P1: KpB
ACPA378-FM

aicpa-aag.cls

April 11, 2016

15:6

53

Employee Benefit Plans Industry Developments—2016

Recent Auditing and Attestation Standards and Related Guidance
Statement on Auditing
Standards (SAS) No. 130, An
Audit of Internal Control Over
Financial Reporting That Is
Integrated With an Audit of
Financial Statements (AICPA,
Professional Standards, AU-C
sec. 940)
Issue Date: October 2015

SAS No. 130 establishes requirements
and provides guidance that applies only
when an auditor is engaged to perform
an audit of internal control over
financial reporting that is integrated
with an audit of financial statements.
SAS No. 130 also amends various
sections in SAS No. 122, Statements on
Auditing Standards: Clarification and
Recodification, in order to integrate the
SAS into GAAS.

SAS No. 131, Amendment to
Statement on Auditing
Standards No. 122 Section 700,
Forming an Opinion and
Reporting on Financial
Statements (AICPA, Professional
Standards, AU-C sec. 700)
Issue Date: January 2016

SAS No. 131 establishes requirements
when the auditor refers to the
standards of the PCAOB in addition to
GAAS in the auditor's report, and
requires the auditor to use the form of
report required by the standards of the
PCAOB, amended to state that the
audit was also conducted in accordance
with GAAS.

Recent Accounting Standards Updates
.191 The following table presents, by codification area, a list of recently
issued FASB ASUs through the issuance of FASB ASU No. 2016-02, Leases
(Topic 842). However, this table does not include ASUs that are SEC updates
(such as FASB ASU No. 2012-03, Technical Amendments and Corrections to
SEC Sections: Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 114, Technical Amendments Pursuant to SEC Release
No. 33-9250, and Corrections Related to FASB Accounting Standards Update
2010-22 (SEC Update)). FASB ASC does include SEC content to improve its
usefulness for public companies, but the content labeled as SEC staff guidance
does not constitute rules or interpretations of the SEC nor does such guidance
bear official SEC approval.
Help Desk: For a complete listing of ASUs, visit the FASB website at
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498.

Recent Accounting Standards Updates
Presentation Area of FASB Accounting Standards Codification®
(ASC)
ASU No. 2015-01
(January 2015)

Income Statement—Extraordinary and Unusual Items
(Subtopic 225-20): Simplifying Income Statement
Presentation by Eliminating the Concept of
Extraordinary Items
(continued)
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Recent Accounting Standards Updates—continued
ASU No. 2015-06
(April 2015)

Earnings Per Share (Topic 260): Effects on Historical
Earnings per Unit of Master Limited Partnership
Dropdown Transactions (a consensus of the FASB
Emerging Issues Task Force)

Assets Area of FASB ASC
ASU No. 2015-11
(July 2015)

Inventory (Topic 330): Simplifying the Measurement of
Inventory

ASU No. 2015-05
(April 2015)

Intangibles—Goodwill and Other—Internal-Use
Software (Subtopic 350-40): Customer's Accounting for
Fees Paid in a Cloud Computing Arrangement

Revenue Area of FASB ASC
ASU No. 2015-14
(August 2015)

Revenue from Contracts with Customers (Topic 606):
Deferral of the Effective Date

Expenses Area of FASB ASC
ASU No. 2015-04
(April 2015)

Compensation—Retirement Benefits (Topic 715):
Practical Expedient for the Measurement Date of an
Employer's Defined Benefit Obligation and Plan Assets

ASU No. 2015-17
(November 2015)

Income Taxes (Topic 740): Balance Sheet Classification
of Deferred Taxes

Broad Transactions Area of FASB ASC
ASU No. 2015-16
(September 2015)

Business Combinations (Topic 805): Simplifying the
Accounting for Measurement-Period Adjustments

ASU No. 2015-02
(February 2015)

Consolidation (Topic 810): Amendments to the
Consolidation Analysis

ASU No. 2015-13
(August 2015)

Derivatives and Hedging (Topic 815): Application of the
Normal Purchases and Normal Sales Scope Exception
to Certain Electricity Contracts within Nodal Energy
Markets (a consensus of the FASB Emerging Issues
Task Force)

ASU No. 2015-07
(May 2015)

Fair Value Measurement (Topic 820): Disclosures for
Investments in Certain Entities That Calculate Net
Asset Value per Share (or Its Equivalent) (a consensus of
the FASB Emerging Issues Task Force)

ASU No. 2016-01
(January 2016)

Financial Instruments—Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and
Financial Liabilities

ASU No. 2015-03
(April 2015)

Interest—Imputation of Interest (Subtopic 835-30):
Simplifying the Presentation of Debt Issuance Costs

ASU No. 2016-02

Leases (Topic 842): Section A—Leases: Amendments to
the FASB Accounting Standards Codification®

(February 2016)
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Recent Accounting Standards Updates—continued
Industry Area of FASB ASC
ASU No. 2015-09
(May 2015)

Financial Services—Insurance (Topic 944): Disclosures
about Short-Duration Contracts

ASU No. 2015-12

Plan Accounting: Defined Benefit Pension Plans (Topic
960), Defined Contribution Pension Plans (Topic 962),
Health and Welfare Benefit Plans (Topic 965): (Part I)
Fully Benefit-Responsive Investment Contracts, (Part II)
Plan Investment Disclosures, (Part III) Measurement
Date Practical Expedient (consensuses of the FASB
Emerging Issues Task Force)

(July 2015)

General
ASU No. 2015-10
(June 2015)

Technical Corrections and Improvements

Recently Issued Technical Questions and Answers
.192 The information in AICPA Technical Questions and Answers is based
on selected practice matters identified by the staff of the AICPA's Technical Hotline and various other bodies within the AICPA. These Q&A sections
are nonauthoritative and have not been approved, disapproved, or otherwise acted upon by any senior technical committee of the AICPA. Recently
issued Q&A sections can be accessed at www.aicpa.org/InterestAreas/FRC/
Pages/RecentlyIssuedTechnicalQuestionsandAnswers.aspx.

Liquidation Basis of Accounting Q&A Sections
.193 The AICPA EBP EP developed Q&A sections 6931.18–.30 of section
6000, Specialized Industry Problems (AICPA, Technical Questions and Answers), to provide nonauthoritative guidance when applying FASB ASC 205-30
to the accounting for primarily single-employer DB and DC plans. Although
the information contained in these Q&A sections may be specific to a singleemployer DB or DC plan, the information may be relevant when considering
the termination of all types of plans, including single-employer H&W plans
and multiemployer plans.
.194 These Q&A sections discuss the different types of plan terminations
and the related processes which may be helpful when determining whether liquidation is imminent; the Q&A sections also address numerous issues—such
as the applicability of using the liquidation basis of accounting for partial plan
terminations or plan mergers, the use of a beginning-of-year benefit information date, the presentation of the actuarial present value of accumulated plan
benefits (including illustrative financial statements), the presentation of comparative financial statements, and the presentation of fully benefit-responsive
investment contracts.
.195 These Q&A sections are included in appendix B, "Q&A section 6931,
Financial Statement Reporting and Disclosure—Employee Benefit Plans," of
this alert. Readers are encouraged to read these Q&A sections as a collective
set of guidance.
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SSARS No. 21: Preparation of Financial Statements
.196 In October 2014, the AICPA's Accounting and Review Services Committee (ARSC) issued Statement on Standards for Accounting and Review Services (SSARS) No. 21, Statements on Standards for Accounting and Review
Services: Clarification and Recodification (AICPA, Professional Standards).
SSARS No. 21 represents the efforts of the ARSC to clarify and revise the existing standards for reviews, compilations, and engagements to prepare financial
statements as a result of the ARSC Clarity Project. SSARS No. 21 includes significant revisions that affect the standards for accountants in public practice
who prepare financial statements for their clients.

Effective Date
.197 SSARS No. 21 is effective for reviews, compilations, and preparation
engagements for periods ending on or after December 15, 2015, with early
implementation permitted.

Regulatory Developments—DOL
DOL Issues Direct Final Rule Providing Additional Flexibility for
401(k) Plans Furnishing Annual Investment Information to
Workers
.198 On March 19, 2015, the DOL published in the Federal Register
a direct final rule that provides a two-month grace period for participantdirected individual account plans (for example, 401(k) plans) to provide annual
investment and plan-related information to participants.
.199 The rule changes the requirement that annual disclosures be made
at least once in any 12-month period to at least once in any 14-month period.
The additional two months provided by the rule are in response to comments
received by the DOL that plan administrators need more flexibility for these
annual disclosures to avoid potentially unnecessary costs and burdens. The
information that is currently required to be disclosed, which helps workers
make informed plan and investment decisions about their retirement savings,
remains unchanged. The direct final rule became effective on June 17, 2015.
Help Desk: To view the direct final rule, please visit the DOL's website at
www.dol.gov/ebsa under Laws and Regulations.

ERISA Advisory Council Recommendations
.200 The Advisory Council on Employee Welfare and Pension Benefit
Plans (known as the DOL ERISA Advisory Council) provides advice to the
Secretary of Labor on policies and regulations affecting employee benefit plans
subject to ERISA. The 2015 Council studied the following two topics:

r
r
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As a part of the 2013 DOL ERISA Advisory Council's study of risk transfer
(pension de-risking) activities, the 2013 Council recommended improved participant disclosures. The 2015 Council supplemented the work of the 2013
Council by developing for the DOL model notices and disclosures that can be
used by plan sponsors, participants and the public in the event of a risk transfer
action.
As a part of its study of lifetime plan participation, the 2014 Council recommended model disclosures to assist in participant decision-making, as well
communications to plan sponsors regarding plan features that facilitate lifetime participation. The DOL tasked the 2015 Council with developing sample
participant communications and plan sponsor education materials encouraging
lifetime participation.
Help Desk: More information on the DOL ERISA Advisory Council, including
reports and written statements provided by invited witnesses, can be found
at www.dol.gov/ebsa/aboutebsa/erisa advisory council.html

2015 Form 5500 Annual Report
.201 The DOL, IRS, and the PBGC have published the 2015 Form 5500
"Annual Return/Report of Employee Benefit Plan" and related instructions.
.202 The "Changes to Note" section of the 2015 instructions highlight
important modifications to the Form 5500 and Form 5500-SF, including the
following:

r

New IRS compliance questions were added to Schedules H and
I (Lines 4o, 4p, 6c, and 6d) and Schedule R (part VII), and to
Form 5500-SF (Lines 10j, 14c, 14d, and part IX) for purposes of
satisfying the reporting requirements of Section 6058 of the code.

Help Desk: At the time the 2015 Form 5500 was published, these new
IRS compliance questions were identified as being optional for the 2015
plan year. Subsequently, the IRS decided that plan sponsors should skip
these questions when completing the form. Additional information is available at the IRS website at www.irs.gov/Retirement-Plans/IRS-ComplianceQuestions-on-the-2015-Form-5500-Series-Returns

r

Schedule MB and instructions are modified to add a new question
in line 8b that would require large multiemployer plans (500 or
more total participants as of the valuation date) to provide in an
attachment a projection of expected benefit payments to be paid
for the entire plan (not including expected expenses) for each of
the next 10 plan years, starting with the plan year to which the
filing relates. Schedule MB is modified to require all multiemployer plans to report the funded percentage for monitoring the
plan's status in line 4. Previously, only plans in critical or endangered status were required to report this information. As a result
of the Multiemployer Pension Reform Act of 2014, Schedule MB
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r
r

and instructions are further modified to extend the reporting requirements in line 4 for multiemployer plans in critical status to
plans in critical and declining status and require that additional
information to be reported by plans that have been partitioned or
have had benefits suspended.
The Schedule SB instructions are modified to simplify the alternative age/service scatters that cash balance plans with 1,000 or
more active participants have an option to report on an attachment to line 26.
The instructions for "Final Return/Report" are modified to add a
statement that a filer for a terminated defined benefit plan for
which PBGC has been appointed trustee may contact DOL at
PBGCTrusteedPlan@dol.gov for further information.

Help Desk: Informational copies of the forms, schedules, and instructions
are available online at www.efast.dol.gov. Filers should monitor the EFAST
website for the availability of the official electronic versions for filing using
EFAST-approved software or directly through the EFAST website. Assistance
with the EFAST2 system is available at www.dol.gov/ebsa/form5500tips.html
or by calling 1.866.463.3278.

DOL Issues New Guidance on Economically Targeted Investments
in Retirement Plans
.203 On October 22, 2015, the DOL issued new guidance regarding economically targeted investments (ETIs) made by retirement plans covered by
ERISA. ETIs are investments that are selected for the benefits they create in
addition to the investment return to the employee benefit plan investor.
.204 The DOL previously addressed issues relating to ETIs in Interpretive Bulletin 94-1 (IB 94-1) and Interpretive Bulletin 2008-1 (IB 2008-1). IB
94-1 corrected a misperception that investments in ETIs are incompatible with
ERISA's fiduciary obligations. On October 17, 2008, the DOL replaced IB 94-1
with IB 2008-01. However, the DOL has now concluded that since its publication, IB 2008-01 has unduly discouraged fiduciaries from considering ETIs
and environmental, social and governance (ESG) factors under appropriate
circumstances.
.205 The new guidance confirms the DOL's longstanding view from IB 941 that fiduciaries may not accept lower expected returns or take on greater risks
in order to secure collateral benefits, but may take such benefits into account
as "tie-breakers" when investments are otherwise equal with respect to their
economic and financial characteristics. The guidance also acknowledges that
ESG factors may have a direct relationship to the economic and financial value
of an investment. When they do, these factors are more than just "tie-breakers";
rather, they are proper components of the fiduciary's analysis of the economic
and financial merits of competing investment choices.
Help Desk: Additional information is available at www.dol.gov/ebsa
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DOL Issues Guidance to Help States Develop Savings Programs
for Nongovernment Employees
.206 On November 15, 2015, the DOL published a notice of proposed
rulemaking and an interpretive bulletin meant to guide states as they create
programs that help more workers save for retirement.
.207 The proposal would provide a new safe harbor from ERISA for statesponsored IRAs that conform to certain provisions. The proposal would adopt
a standard stating that state-sponsored payroll deduction IRA programs must
be "voluntary" for workers, rather than "completely voluntary," as defined in
a 1975 rule. This will allow for automatic enrollment of employees in such
programs, so long as they are given the ability to opt-out and employers are
minimally involved. For instance, employers would make the automatic deductions from employee paychecks, but the employees and states would retain
control of the program and IRA accounts. Employers could not prevent workers
from declining to participate in the program.
.208 The DOL also published an interpretive bulletin regarding the creation of state-based ERISA-compliant 401(k) plans that are open to businesses
and workers. In addition to payroll deduction IRAs and state-based 401(k)s,
the bulletin gives several examples of approaches to creating state retirement
savings programs that may avoid being preempted under ERISA.
.209 Both automatic IRAs and state-based ERISA plans have been created, or are being considered, by various states. A lack of clarity of this area of
the law has made other states reluctant to move forward with plans to create
additional retirement savings opportunities for workers. The DOL's guidance
is meant to give states clear information as they move forward in creating
programs.
Help Desk: Additional information is available at www.dol.gov/ebsa

Extended Due Date for Form 5500 and Form 5500-SF Filers
.210 On July 31, 2015, President Obama signed the Surface Transportation and Veterans Health Care Choice Improvement Act of 2015, a law that,
among other things, changed the extension period for Form 5500 and Form
5500-SF filings from 21 /2 months to 31 /2 months beginning with the 2016 filings. Several stakeholder groups, including the DOL, opposed the additional
extension time.
.211 On December 4, 2015, President Obama signed into law the Fixing
America's Surface Transportation Act (FAST Act). The FAST Act contained a
provision repealing the additional extension; accordingly, the extension period
for Form 5500 was moved back to 21 /2 months.
.212 The due date for plans filing Form 5500 and Form 5500-SF is the
end of the seventh month after the end of the plan year. A plan may obtain
a one-time extension of time to file a Form 5500 annual return/report (up to
21 /2 months) by filing IRS Form 5558, Application for Extension of Time To
File Certain Employee Plan Returns, on or before the normal due date (not
including any extensions) of the return/report. Further guidance is available
on the instructions to Form 5500 and Form 5500-SF.
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Regulatory Developments—IRS
Determination Letters
.213 To evidence tax-exempt status, a qualified retirement plan may submit a request for a determination letter or rely on the opinion letter issued
to the sponsor of a prototype plan or rely on the advisory letter issued to the
sponsor of a volume submitter plan. There is no requirement to receive an
individual determination letter to claim tax-exempt status. Currently, there
is no tax determination letter program for 403(b) plans. Additionally, the existence of a favorable determination letter does not, in and of itself, serve as
evidence that the plan is qualified. Determination letters provide evidence that
the plan, at the time of the issuance of the determination letter, was designed
in accordance with applicable IRC requirements.
.214 Currently, the IRS has a staggered remedial amendment period
(RAP) approach for its determination letter program. Under this approach,
there will be a RAP every five years based on each plan sponsor's employer
identification number for individually designed plans. Preapproved plans (for
example, prototype and volume submitter plans) will have a six-year cycle.
The IRS is eliminating the RAP approach for individually designed plans effective January 1, 2017, and the scope of the determination letter program for
these plans will be limited to initial plan qualification, qualification upon plan
termination, and certain other limited circumstances.
.215 In anticipation of future changes to the determination letter program
the IRS announced in Revenue Procedure 2016-6 that, effective as of January 4,
2016, determination letters issued to individually designed plans will no longer
contain an expiration date (currently required under Section 13.02 of Revenue
Procedure 2007–44). The revenue procedure indicates that the Department of
Treasury and the IRS intend to issue guidance with respect to the status of
existing expiration dates on determination letters issued prior to January 4,
2016.
.216 AU-C section 250 addresses the auditor's responsibility to consider
laws and regulations in an audit of the financial statements (see paragraph
2.115 of the guide). Paragraphs .17–.18 of AU-C section 250 state what auditors
should do when they become aware of information concerning an instance of
noncompliance or suspected noncompliance with laws and regulations (see
paragraph 9.04 of the guide). Paragraph 9.27 of the guide gives examples of
substantive audit procedures for auditing a qualified retirement plan's tax
status.

Hardship Withdrawals
.217 The IRS issued final regulations concerning the tax treatment of
qualified retirement plan distributions used to pay premiums for accident,
health, and disability insurance. The final regulations provide that payments
from a qualified plan to pay a participant's accident or health insurance premiums are taxable distributions unless they are paid (1) from a qualified retiree
health account, or (2) for qualified public safety officers. A special exception for
some disability insurance premiums is also provided. This final regulation is
effective May 12, 2014 (generally applicable for taxable years that begin on or
after January 1, 2015).
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New Correction Program
.218 The IRS has issued modifications to the EPCRS. In Revenue Procedure 2015-27, "Employee Benefit Plan Qualification Requirements-Employee
Plans Compliance Resolution System," the IRS (1) clarifies the correction rules
for overpayments to plan participants to increase plans' flexibility in correcting
overpayments and indicates that plans do not have to recover overpayments
from affected plan participants or beneficiaries; (2) permits use of the selfcorrection part (SCP) of EPCRS to correct Section 415(c) failures if sponsors
act within a specified time; (3) lowers the compliance fees for certain Voluntary
Correction Program (VCP) submissions; and (4) makes miscellaneous changes
to corrections guidance and forms used in VCP.
.219 In Revenue Procedure 2015-28, "Employee Benefit Plan Qualification Requirement-Employee Plans Compliance Resolution System," the IRS
(1) limits the required correction for failure to implement automatic contributions in automatic enrollment plans to only the missed matching contributions
and associated plan earnings so long as deferrals are commenced within stated
periods of time and the correction is made by the last day of the second plan
year following the year of the error; (2) limits the required correction for failures to implement elective deferrals to only the missed matching contribution
plus associated plan earnings if the failure is corrected within three months,
and limits the correction to match, plus earnings, plus 25 percent of the missed
deferral opportunity if the failure is corrected between three months and the
end of the second plan year following the plan year in which the failure occurred. Timely notice to affected employees is also required in either case. The
existing required correction of 50 percent of the missed deferral opportunity
continues to apply for corrections made after that time and to other types of errors, including use of the incorrect definition of compensation when calculating
contributions.

Nondiscrimination Testing
.220 The IRS has again extended the transitional nondiscrimination testing relief for soft frozen DB plans in Notice 2015-28, "Extension of Temporary
Nondiscrimination Relief for Closed Defined Benefit Plans." The notice extends
this relief to plan years beginning before 2017.
The testing relief relaxes requirements for employers to qualify for aggregate
nondiscrimination testing for "closed" plans (plans that continue accruals for
existing participants but which admit no new participants). The testing relief
permits a DB and DC plan that includes a closed DB plan (closed before December 13, 2013) and that satisfies certain conditions set forth in the notice to
demonstrate satisfaction of the nondiscrimination in amount requirement of
Section 1.401(a)(4)-1(b)(2) on the basis of equivalent benefits, even if the DB or
DC plan does not meet any of the existing eligibility conditions for testing on
that basis.

Fiduciaries
.221 The Supreme Court has ruled in a unanimous decision that plan
fiduciaries' decisions to retain investment funds in a plan is as big a decision
as the initial decision to put that fund in the plan. Plaintiffs in this lawsuit
alleged that the plan's fiduciaries retained certain high-fee plan investments
when identical, and less expensive, investment alternatives were available. It
was argued that the investments had been in the plan so long that the decision
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to make the initial investments was beyond ERISA's statute of limitations. The
Supreme Court held that there was a fiduciary duty to continuously monitor
existing plan investments that was as important as the due diligence conducted
when the investments were originally selected.

On the Horizon
.222 Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their engagements. The following sections present brief information about some ongoing projects that have
particular significance to employee benefit plans or that may result in significant changes. Remember that exposure drafts are nonauthoritative and cannot
be used as a basis for changing existing standards.
.223 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard-setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed here. Readers should refer to Audit Risk Alert General Accounting and
Auditing Developments—2015/16 (product nos. ARAGEN15P, ARAGEN15E,
or WGE-XX) for further information.

Auditing and Attest Pipeline
ASB Employee Benefit Plan Auditor Reporting Project
.224 In January 2015, a special task force of the Auditing Standards Board
(ASB) was formed to consider a proposal to improve the quality of EBP audits
by strengthening the EBP auditor's report. The EBSA of the DOL asked the
ASB to consider changes to the EBP auditor's report to help plan management
and auditors better understand their responsibilities and to provide users with
more information about an employee benefit plan audit. The DOL provided the
ASB with specific suggestions on ways to improve auditor reporting for plans.
The special task force has discussed this topic with the ASB at the July 2015
and October 2015 ASB meetings. This project can be monitored by viewing
the highlights from the July and October ASB meetings at the "ASB Meeting
Materials and Highlights" section of the AICPA's website at www.aicpa
.org/Research/Standards/AuditAttest/ASB/Pages/ASBMeetingMaterialsand
Highlights.aspx. The ASB is expected to discuss this topic further at future
ASB meetings.

AT Section 801
.225 On September 18, 2014, as part of its clarity project, the ASB issued an exposure draft of a proposed Statement on Standards for Attestation
Engagements (SSAE or attestation standard) entitled Reporting on an Examination of Controls at a Service Organization Relevant to User Entities' Internal
Control Over Financial Reporting: Clarification and Recodification that would
supersede AT section 801, Reporting on Controls at a Service Organization
(AICPA, Professional Standards). AT section 801 contains performance and
reporting requirements and application guidance for a service auditor examining controls at organizations that provide services to user entities when those
controls are likely to be relevant to user entities' internal control over financial
reporting. It complements AU-C section 402, Audit Considerations Relating to
an Entity Using a Service Organization (AICPA, Professional Standards), in
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that reports prepared in accordance with AT section 801 may provide appropriate evidence under AU-C section 402. The exposure draft (ED) is available
at www.aicpa.org. Written comments on the ED were due December 18, 2014.

Employee Benefit Plan Resources
.226 The following are various resources that practitioners engaged in the
employee benefit plan industry may find beneficial.

AICPA Employee Benefit Plan Audit Certificate Programs
.227 Four new employee benefit plan audit certificates will be available in
the spring of 2016. The AICPA developed these new certificate programs to help
auditors demonstrate their level of expertise and commitment to excellence, as
well as to assist plan sponsors in selecting a qualified and competent auditor.
.228 The certificates are available at both the intermediate and advanced
competency levels. Both programs offer flexible learning options, allowing auditors to take CPE learning or a standalone exam, or both. Upon successful
completion of the exam, a digital badge will be awarded that can be used across
the Internet to demonstrate competency at either an intermediate or advanced
level.

AICPA Employee Benefit Plan Audit Quality Center
.229 The AICPA EBPAQC is a firm-based, volunteer membership center
of nearly 2,500 firms with the goal of promoting quality employee benefit plan
audits.
.230 The EBPAQC provides timely e-alerts with information about recent
developments affecting employee benefit plan audits. In addition, EBPAQC
member firms receive valuable ERISA audit and firm best practice tools and
resources not available from any other source, including the following:

r
r
r
r
r

Audit and accounting resource centers on topics such as ESOPs,
SOC 1 reports and service organizations, limited-scope audits,
403(b) plans, auditor communications, parties in interest and prohibited transactions, plan investments, EBP fraud, and auditor
independence.
Exclusive member-only live forum webinars on current technical
topics and information on preparing your firm for the EBP audit season. These webinars are free to members, and continuing
professional education (CPE) is available for paid registrants.
Audit engagement tools intended to assist the auditor in performing EBP audits, including a plan document review tool, an actuarial report review documentation tool, a SOC 1 report review documentation tool, a summary of DOL criminal enforcement cases,
and examples of internal control communications for EBPs.
Practice management tools and aids intended to help members
establish a quality EBP practice, including a firm best practices
tool, a nonattest services independence review tool, and an internal self-inspection tool.
A member-to-member online discussion forum that includes more
than 4,200 participants and 2,800 topics.
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"Topix" primers on subjects such as H&W plans, ESOPs, multiemployer employee benefit plans, tax and compliance issues
for 401(k) plans, insurance company products, bank collective investment funds, parties in interest and prohibited transactions,
limited-scope audits, and 403(b) plans.
Plan advisories to share with plan clients that help plan sponsors
and administrators, including the following:
— "The Importance of Hiring a Quality Auditor to Perform
Your Employee Benefit Plan Audit"
— "Employee Benefit Plans—Financial Statement Audits"
— "Understanding Auditor Communication"
— "Effective Monitoring of Outsourced Plan Recordkeeping
and Reporting Functions"
— "The Importance of Internal Controls in Financial Reporting and Safeguarding Plan Assets"
— "Valuing and Reporting Plan Investments"

Help Desk: Visit the center website at www.aicpa.org/ebpaqc to see a list of
EBPAQC member firms and to preview EBPAQC benefits. For more information, contact the EBPAQC at ebpaqc@aicpa.org.

Publications
.231 Practitioners may find the following publications useful. Visit
www.AICPAStore.com and choose the format best for you—online, ebook, or
print.

r
r
r
r
r
r
r
r
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Audit and Accounting Guide Employee Benefit Plans (2016) (product nos. AAGEBP16P, AAGEBP16E, or WEB-XX)
Defined Contribution Retirement Plans: Checklists and Illustrative Financial Statements (2016) (product nos. ACKDCP16P or
WDC-CL)
Employee Benefit Plans—Best Practices in Presentation and Disclosure, sixth edition (product nos. AATTEBP16P, AATTEBP16E,
or WET-XX)
Audit and Accounting Practice Aid Using a SOC 1® Report in
Audits of Employee Benefit Plans (product nos. APASOC113P,
APASOC113E, or APASOC1O)
AICPA Audit Guide Special Considerations in Auditing Financial
Instruments (2014) (product nos. AAGAFI14P, AAGAFI14E, or
AAGAFIO)
AICPA Audit Guide Audit Sampling (2014) (product nos.
AAGSAM14P, AAGSAM14E, or WAS-XX)
AICPA Audit Risk Alert General Accounting and Auditing Developments—2015/16(product nos. ARAGEN15P, ARAGEN15E, or WGE-XX)
AICPA Audit Risk Alert Independence and Ethics Developments—
2014/15 (product nos. ARAIET14P, ARAIET14E, or WIA-XX)
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U.S. GAAP Financial Statements—Best Practices in Presentation and Disclosure (formerly Accounting Trends and Techniques),
68th Edition (product nos. ATTATT15P or ABPPDO)
Audit and Accounting Manual (2015) (product nos. AAMAAM15P
or WAM-XX)

Continuing Professional Education
.232 The AICPA offers a number of CPE courses valuable to CPAs working
in public practice and industry, including the following specifically related to
employee benefit plans:

r
r
r
r

Advanced Employee Benefit Plan Topics
Employee Benefit Plans: Audit and Accounting Essentials
Audits of 403(b) Plans: A Challenging New Audit Area
Audits of 401(k) Plans

Visit www.AICPAStore.com for a complete list of CPE courses.

Online CPE
.233 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning product. Divided into 1-credit and 2-credit
courses available 24 hours a day, 7 days a week, AICPA CPExpress offers hundreds of hours of learning in a wide variety of topics. Subscriptions are available
at www.cpa2biz.com/AST/Main/CPA2BIZ Primary/Tax/Research/PRDOVR∼
PC-BYF-XX/PC-BYF-XX.jsp (product no. BYT-XX).
To register for individual courses or to learn more, visit www.AICPAStore.com.

Webcasts
.234 Stay plugged in to what is happening and earn CPE credit right
from your desktop. AICPA webcasts are high-quality CPE programs that bring
you the latest topics from the profession's leading experts. Broadcast live, they
allow you to interact with the presenters and join in the discussion. If you
cannot make the live event, each webcast is archived and available for viewing. For additional details on available webcasts, please visit www.cpa2biz
.com/AST/AICPA CPA2BIZ Browse/Store/Webcasts.jsp.

Member Service Center
.235 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 1.888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.236 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the AICPA's
Accounting and Auditing Technical Hotline. AICPA staff will research your
question and call you back with the answer. The hotline is available from
9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline at
1.877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline/Pages/
TechnicalHotline.aspx. Members can also email questions to aahotline@aicpa
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.org. Additionally, members can submit questions by completing a Technical
Inquiry form found on the website.

Ethics Hotline
.237 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 1.888.777.7077 or by email at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.238 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. You can also sign up for access to the
entire library. Get access—anytime, anywhere—to the FASB ASC; the AICPA's
latest Professional Standards, Technical Practice Aids, Audit and Accounting
Guides, Audit Risk Alerts, Accounting Trends & Techniques; and more. To
subscribe to this essential online service for accounting professionals, visit
www.AICPAStore.com.

Codified Clarity Standards
.239 The best way to obtain the codified clarity standards is with a subscription to AICPA Professional Standards in the AICPA Online Professional
Library. Although the individual SASs are available in paperback, this online
codified resource is what you need to update your firm audit methodology and
begin understanding how clarity standards change certain ways you perform
your audits. Visit www.cpa2biz.com/AST/Main/CPA2BIZ Primary/Accounting/
Standards/PRDOVR∼PC-005102/PC-005102.jsp for online access to AICPA
Professional Standards.
.240 You can also get the clarified standards in paperback format. Codification of Statements on Auditing Standards is published each spring and
includes the clarified auditing standards and the attestation standards. Professional Standards, which has the full complement of AICPA standards, is
published each summer.
The codification of clarified standards includes various resources:

r
r
r
r

A preface, "Principles Underlying the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards"
A glossary of terms defined in the standards
Appendixes describing the differences between GAAS and the International Standards on Auditing
A table mapping the pre-clarity AU sections to the AU-C sections

Financial Reporting Center of AICPA.org
.241 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support you in the
execution of high-quality financial reporting. This center provides exclusive,
member-only resources for the entire financial reporting process and can be
accessed at: www.aicpa.org/frc
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.242 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process. You will
find resources for accounting, preparing financial statements, and performing
various types of engagements—including compilation and review, audit and
attest, and assurance and advisory.
.243 For example, the Financial Reporting Center offers a dedicated section to the Clarity Project. For the latest resources available to help you implement the clarified standards, visit the "Improving the Clarity of Auditing
Standards" page at: www.aicpa.org/SASClarity

Industry Conferences
.244 The AICPA offers an annual Employee Benefit Plans Accounting,
Auditing, and Regulatory Update Conference in late fall. The conference is a
two-day, high-level forum that lets you interact with expert auditors and members of the DOL. The 2016 conference will be held December 5–6 in Washington,
D.C.
.245 The AICPA offers an annual national conference on employee benefit plans each spring. The conference is a three-day conference designed to
update attendees on recent developments related to employee benefit plans.
The 2016 conference will be held in May 2016. For further information about
the conference, call 1.888.777.7077 or visit www.AICPAStore.com.
****
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Appendix A—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants.
Website Name
AICPA

Content

Website

Summaries of recent
auditing and other
professional standards, as
well as other AICPA
activities

www.aicpa.org

AICPA Financial
Reporting
Executive
Committee

Summaries of recently
issued guides, technical
questions and answers, and
practice bulletins
containing financial,
accounting, and reporting
recommendations, among
other things

www.aicpa.org/
interestareas/frc/
accountingfinancial
reporting/pages/finrec
.aspx

AICPA Auditing
Standards Board

Summaries of recently
issued auditing standards
and interpretations

www.aicpa.org/Research/
Standards/AuditAttest/
ASB/Pages/Auditing
StandardsBoard.aspx

AICPA
Accounting and
Review Services
Committee

Summaries of review and
compilation standards and
interpretations

www.aicpa.org/
RESEARCH/
STANDARDS/
COMPILATIONREVIEW/
ARSC/Pages/ARSC.aspx

Economy.com

Source for analyses, data,
forecasts, and information
on the U.S. and world
economies

www.economy.com

The Federal
Reserve Board

Source of key interest rates

www.federalreserve.gov

FASB

Summaries of recent
www.fasb.org
accounting pronouncements
and other FASB activities

International
Accounting
Standards Board

Summaries of International www.ifrs.org
Financial Reporting
Standards and
International Accounting
Standards

ARA-EBP .246
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Website Name

Content

Website

International
Auditing and
Assurance
Standards Board

Summaries of International www.iaasb.org
Standards on Auditing

International
Federation of
Accountants

Information on
standards-setting activities
in the international arena

www.ifac.org

Private
Company
Financial
Reporting
Committee

Information on the
initiative to further
improve FASB's
standard-setting process to
consider needs of private
companies and their
constituents of financial
reporting

www.pcfr.org

PCAOB

Information on accounting
and auditing activities of
the PCAOB and other
matters

www.pcaob.org

SEC

Information on current
SEC rulemaking and the
Electronic Data Gathering,
Analysis, and Retrieval
database

www.sec.gov

USA.gov

Portal through which all
www.usa.gov
government agencies can be
accessed
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Appendix B—Q&A Section 6931, Financial Statement
Reporting and Disclosure—Employee Benefit Plans
Liquidation Basis of Accounting
The AICPA Employee Benefit Plans Expert Panel developed the following Technical Questions and Answers (Q&As) to provide nonauthoritative guidance
when applying "Pending Content" in FASB Accounting Standards Codification
205-30 to the accounting for primarily single-employer defined benefit pension
(DB) and defined contribution retirement (DC) plans. Although the information
contained in these Q&A sections may be specific to a single-employer DB or
DC plan, the information may be relevant when considering the termination
of all types of plans, including single-employer health and welfare plans and
multiemployer plans.
These Q&A sections discuss the different types of plan terminations and the
related processes that may be helpful when determining whether liquidation is
imminent, and address numerous issues. These Q&A sections were issued as
a set in September 2014. Readers are encouraged to read these Q&A sections
as a collective set of guidance.
Q&A Section

Title

6931.18

Definition of "Imminent" Under Liquidation Basis of
Accounting for Single-Employer Defined Benefit and
Defined Contribution Retirement Employee Benefit Plans

6931.19

Applicability of Using Liquidation Basis of Accounting for
Partial Plan Terminations or Plan Mergers for
Single-Employer DB Plans

6931.20

Use of Beginning-of-Year Benefit Information Date Versus
End-of-Year Benefit Information Date When Using the
Liquidation Basis of Accounting for Single-Employer DB
Plans

6931.21

Presentation of the Actuarial Present Value of
Accumulated Plan Benefits of Single-Employer DB Plans
When Using the Liquidation Basis of Accounting

6931.22

Contribution Receivable From the Plan Sponsor in a
Standard Termination of a Single-Employer DB Plan

6931.23

Overfunded Single-Employer DB Plan When Using the
Liquidation Basis of Accounting

6931.24

Accrued Costs When Using the Liquidation Basis of
Accounting for a Single-Employer DB Plan

6931.25

Accrued Income When Using the Liquidation Basis of
Accounting for a Single-Employer DB Plan

6931.26

Comparative Financial Statements When Using the
Liquidation Basis of Accounting of a Single-Employer DB
Plan
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Q&A Section

Title

6931.27

Presentation of a Stub Period in a Single-Employer DB
Plan When Using the Liquidation Basis of Accounting

6931.28

Presentation of Fully Benefit-Responsive Investment
Contracts in Single-Employer DC Plans When Using the
Liquidation Basis of Accounting

6931.29

FASB ASC 820 Fair Value Disclosure When an Employee
Benefit Plan is Using the Liquidation Basis of Accounting

6931.30

Single-Employer DB Plan Disclosures When Using the
Liquidation Basis of Accounting

.18 Definition of "Imminent" Under Liquidation Basis of Accounting
for Single-Employer Defined Benefit and Defined Contribution Retirement Employee Benefit Plans
Inquiry—"Pending Content" in paragraph 2 of FASB ASC 205-30-25, Presentation of Financial Statements—Liquidation Basis of Accounting, states that
liquidation is imminent when either of the following occurs:
a. A plan for liquidation has been approved by the person or persons
with the authority to make such a plan effective, and the likelihood
is remote that any of the following will occur:
1. Execution of the plan will be blocked by other parties.
2. The entity will return from liquidation.
b. A plan for liquidation is imposed by other forces (for example, involuntary bankruptcy), and the likelihood is remote that the entity
will return from liquidation.
For a single-employer DB plan or DC plan, could liquidation be considered
imminent upon approval by the governing body with authority over the plan
(for example, board approval or executed plan amendment)?
(Although the information contained in the following reply is specific to singleemployer DB and DC plans, the information may be relevant when considering
the termination of a single-employer health and welfare benefit plan, or a
multiemployer plan.)
Reply—Determining whether liquidation is imminent is a matter of judgment,
based on facts and circumstances. In accordance with "Pending Content" in
paragraph 2 of FASB ASC 205-30-25, liquidation is imminent when a plan for
liquidation has been approved by the persons with authority to make such a
plan effective, and the likelihood is remote that execution of the plan will be
blocked by other parties. For a single-employer DB or DC plan, this would
mean that the likelihood would need to be remote that other parties, such as
the Pension Benefit Guarantee Corporation (PBGC) or the IRS, would block
the liquidation. Such evaluation often depends on whether the termination is
a standard termination, or a distressed or involuntary termination. Further,
approval for the termination of a DB plan is different and often more complex
than that of a DC plan. For all types of plans, consultation with legal counsel,
plan actuaries (if applicable), and service organizations (for example, trustees
or record keepers) may be necessary in order to make a judgment about whether
the likelihood is remote that other parties would block the termination of a
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plan. This evaluation may change over time, depending upon the stage of the
termination process.
The following paragraphs discuss the different types of terminations and the
related processes, which may be helpful when determining whether liquidation
is imminent.
Defined Benefit Pension Plans
Standard Termination
Terminating a DB plan is a detailed process covered by the Employee Retirement Income Security Act of 1974 (ERISA) that involves the PBGC and IRS.
A DB plan may terminate only if certain rules and procedures are followed.
These rules and procedures for terminating a single-employer DB plan in a
standard or distressed termination are set forth in Title 29, Labor, U.S. Code
of Federal Regulations (CFR) part 4041 of ERISA. Failure to comply with the
standard termination requirements or failure to meet the deadlines may cause
the proposed termination to be nullified. If the termination is nullified, the plan
administrator may not make a final distribution of assets and the plan is an
ongoing plan for all purposes. If the plan administrator still intends to terminate the plan, the process will need to be started again with a new proposed
termination date. See the PBGC Pension Plan Termination Fact Sheet1 and
the PBGC Standard Termination Filing Instructions2 for further information.
The following is not a detailed description of the entire termination process but
rather an overview of the standard termination process of a DB plan.3 This
overview is based upon the regulations in effect as of September 2014 and is
subject to change. Actual code sections and the PBGC Standard Termination
Filing Instructions should be consulted.

r
r
r

r

Select a proposed termination date. This is typically done by a
resolution of the plan's governing body or an amendment to the
DB plan.
Provide a "Notice of Intent to Terminate" to affected parties (other
than the PBGC) at least 60 days and not more than 90 days before
the proposed termination date.
Provide a "Notice of Plan Benefits" to participants, beneficiaries
of deceased participants, and alternative payees no later than
the time the plan administrator files the "Standard Termination
Notice" (PBGC Form 500) with the PBGC. (Note: If the plan administrator wants to qualify for the distribution deadline linked
to receipt of the IRS determination letter, the determination letter request must be submitted to the IRS no later than the time
the plan administrator files the Form 500 with the PBGC.)
File a "Standard Termination Notice" (PBGC Form 500) with the
PBGC on or before the 180th day after the proposed termination
date. The PBGC has 60 days after receiving a complete Form 500
to review the termination for compliance with laws and regulations.

1

www.pbgc.gov/res/factsheets/page/termination.html
www.pbgc.gov/documents/500-instructions.pdf
3
See the PBGC Standard Termination Filing Instructions at www.pbgc.gov/documents/500instructions.pdf.
2
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The plan administrator may not distribute plan assets in connection with the termination until the PBGC review period ends.
Under a standard termination, complete distribution must occur
within the later of (a) 180 days after expiration of the PBGC's
60-day review period or (b) 120 days after receipt of a favorable
IRS determination letter provided that the plan administrator
submitted a valid request for an IRS determination letter by the
time the Form 500 was filed with the PBGC.
File a "Post Distribution Certification" (PBGC Form 501) with the
PBGC no later than 30 days after all plan benefits are distributed.
Apply for a determination letter from the IRS (Form 5310, "Application for Determination for Terminating Plan") as to whether
the plan termination affects the qualified status of the plan. (Note:
This filing is optional. If filed, it must be filed with the IRS within
one year of the proposed termination date.)

Distressed or Involuntary Termination
A distressed termination occurs when a DB plan has insufficient assets to pay
all benefits owed and the employer proves to the PBGC that it is unable to
financially support the DB plan. In these situations, the PBGC takes over the
DB plan as trustee and "uses its own assets and any remaining assets in the
DB plan to make sure current and future retirees of the DB plan receive their
pension benefits, within the legal limits."4
An involuntary termination occurs when initiated by the PBGC if any of the
following occurs:

r
r
r
r

The DB plan has not met minimum funding requirements.
The plan cannot pay benefits when due.
A lump sum payment has been made to a participant who is a
substantial owner of the sponsoring company.
The loss to the PBGC is expected to increase unreasonably if the
DB plan is not terminated.

The PBGC must terminate a DB plan if assets are not available to pay currently
due benefits.
Defined Contribution Plans
Generally, the termination process for a DC plan, including a money purchase
pension plan, includes the following:

r
r
r
r

4

Select a proposed termination date. This is typically done by a
resolution by the plan's governing body or an amendment to the
DC plan.
Amend the DC plan to terminate and cease benefit accruals.
Notify affected parties concerning the termination.
Apply for a determination letter from the IRS (Form 5310) about
whether the DC plan termination affects the qualified status of
the plan. The application for a determination letter is optional for
a DC plan. If filed, it must be filed with the IRS within one year
of the proposed termination date. The employer or trustee is not

See the PBGC website at www.pbgc.gov/prac/terminations/distress-terminations.html.
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r

required to hold the assets until a favorable determination letter
is issued, but usually will do so as a safety feature to ensure that
distributions will receive the favorable tax treatment to which
qualified plan distributions are entitled.
Distribute the DC plan's assets as soon as it is administratively
feasible. (Note: If actions are taken to terminate a DC plan but
the assets are not distributed as soon as administratively feasible, the DC plan is not considered terminated for purposes of
Internal Revenue Code 401(a), Qualified Pension, Profit-Sharing,
and Stock Bonus Plans. The DC plan's qualified status must be
maintained until the DC plan is terminated in fact. In accordance
with "IRS Retirement Plans FAQs regarding Plan Terminations,"
whether distributions are made as soon as it is administratively
feasible is determined under all the facts and circumstances of a
given case, but generally the IRS views this to mean within one
year after DC plan termination.5
[Issue Date: September 2014.]

.19 Applicability of Using Liquidation Basis of Accounting for Partial
Plan Terminations or Plan Mergers for Single-Employer DB Plans
Inquiry—Is a single-employer DB plan required to apply the liquidation basis
of accounting in accordance with FASB ASC 205-30-25 in either of the following
situations?
a. The DB plan is partially terminated (for example, an employer
closes a particular plant or division that results in the termination
of employment of a substantial portion of DB plan participants, or
an employer stops or reduces future benefit accruals under a DB
plan).
b. A DB plan ceases to exist by merging into a successor plan.
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a DC plan, a health and welfare plan, or a multiemployer plan.)
Reply—In accordance with "Pending Content" in FASB ASC glossary, liquidation is defined as the process by which an entity converts its assets to cash
or other assets and settles its obligations with creditors in anticipation of the
entity ceasing all activities. Upon cessation of the entity's activities, any remaining cash or other assets are distributed to the entity's investors or other
claimants (albeit sometimes indirectly). Liquidation may be compulsory or voluntary. Dissolution of an entity as a result of that entity being acquired by
another entity or merged into another entity in its entirety and with the expectation of continuing its business does not qualify as liquidation.
Partial Plan Termination
In a partial plan termination, judgment is required to assess whether the plan
is ceasing all plan activities. Generally, this is not the case; therefore, a partial
plan termination generally is not an event that would trigger the application
of the liquidation basis of accounting.

5
This document is available at www.irs.gov/Retirement-Plans/Retirement-Plans-FAQsregarding-Plan-Terminations.
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Transfer of Plan Assets and Obligations (Plan Merger)
A plan merger generally occurs in connection with or as a result of the acquisition of an entity by another entity, or when an entity merges two plans for
which it is the sponsor. Such plan mergers generally would not use the liquidation basis of accounting in FASB ASC 205-30 because the plan obligations
are not being settled with the participant; rather, the DB plan's assets and
obligations are being transferred to another plan. Accordingly, a plan merger
would not be accounted for using the liquidation basis of accounting.
[Issue Date: September 2014.]
.20 Use of Beginning-of-Year Benefit Information Date Versus End-ofYear Benefit Information Date When Using the Liquidation Basis of
Accounting for Single-Employer DB Plans
Inquiry—Paragraph 4 of FASB ASC 960-205-45 permits the actuarial present
value of accumulated plan benefits to be presented as of the beginning or end of
the plan year; however, an end-of-year benefit information date is considered
preferable. When a single-employer DB plan uses a beginning-of-year benefit
information date and is required to prepare its financial statements using the
liquidation basis of accounting in accordance with FASB ASC 205-30, is the
DB plan required to change to an end-of-year benefit information date?
Reply—Using a beginning-of-year benefit information date is not the most
meaningful or useful to a reader of the financial statements for a terminating
plan. The use of an end-of-year benefit information date is considered preferable and plans are encouraged to develop procedures to enable them to use that
date. Paragraph 4 of FASB ASC 960-205-45 was not amended by FASB ASU
No. 2013-07 because an entity should measure liabilities in accordance with
the measurement provisions of other FASB ASC topics that otherwise would
apply to those liabilities6 (in this case, FASB ASC 960-205-45). Accordingly,
DB plans continue to be permitted to present the actuarial present value of
accumulated plan benefits as of the beginning of year or end of year.
In accordance with paragraph 1(h) of FASB ASC 960-205-50, plans are required
to disclose unusual or infrequent events or transactions occurring after the
latest benefit information date but before the financial statements are issued
or are available to be issued that might significantly affect the usefulness of
the financial statements in an assessment of the plan's present and future
ability to pay benefits. If reasonably determinable, the effects of such events or
transactions should be disclosed. If such effects are not quantified, the reasons
why they are not reasonably determinable should be disclosed. Therefore, DB
plans that continue to use a beginning-of-year benefit information date are
still required to disclose the effects of the plan termination if it is reasonably
determinable.
[Issue Date: September 2014.]
.21 Presentation of the Actuarial Present Value of Accumulated Plan
Benefits of Single-Employer DB Plans When Using the Liquidation Basis of Accounting
Inquiry—Paragraph 2 of FASB ASC 960-20-45 permits the information regarding a defined benefit pension plan's actuarial present value of accumulated plan
benefits and changes therein to be presented on the face of one or more financial
statements or in the notes thereto.
6

See "Pending Content" in paragraph 2 of FASB ASC 205-30-30.
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When a single-employer DB plan prepares its financial statements using the
liquidation basis of accounting in accordance with FASB ASC 205-30, may the
DB plan continue to choose to report obligations either in a separate financial
statement, combined with the statement of net assets available for benefits and
the year-to-year changes therein, or in the notes to the financial statements?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer defined benefit health and welfare plan as it
relates to its benefit obligations, or a multiemployer plan.)
Reply—Yes. The conclusions reached in FASB ASU No. 2013-07 explain that
the objective of the project was to provide guidance about when and how an
entity should apply the liquidation basis of accounting. It does not change the
provisions in FASB ASC 960-20-45 that allow the present value of accumulated
plan benefits to be presented on the face of one or more financial statements or
in the notes thereto.
When liquidation basis financial statements are presented, practice may vary
regarding the presentation of a DB plan's benefit obligations. Typically, the DB
plan's financial statements continue to be presented as prescribed in FASB ASC
960, Plan Accounting. That is, the benefit obligation information, estimated
using the liquidation basis of accounting, would be presented in a separate
statement, combined with the statement of net assets available for benefits and
the year-to-year changes therein, or in the notes to the financial statements.
Exhibits 1–4 illustrate a DB plan using the liquidation basis of accounting
following the FASB ASC 960 format:
Exhibit 1—C&H Company Pension Plan, Statements of Net Assets
Available for Benefits as of December 31, 20X2 (in Liquidation) and
20X1 (Ongoing)
Exhibit 2—C&H Company Pension Plan, Statement of Changes in
Net Assets Available for Benefits in Liquidation
Exhibit 3—C&H Company Pension Plan, Statements of Accumulated Plan Benefits as of December 31, 20X2 (in Liquidation) and
20X1 (Ongoing)
Exhibit 4—C&H Company Pension Plan, Statement of Changes in
Accumulated Plan Benefits in Liquidation
Also acceptable would be to present the plan's benefit obligation, estimated using the liquidation basis of accounting, as liabilities on the face of the statement
of net assets (or liabilities) in liquidation even though the benefit obligations
previously reported for the ongoing plan were presented in the notes to the
financial statements or in a separate statement. When using the liquidation
basis of accounting, the plan's assets and liabilities are shown in a "statement
of net assets (or liabilities) in liquidation." Under this approach, the statement
of net assets in liquidation would include the plan's benefit obligations, as actuarially determined using end-of-year benefit information, with appropriate
disclosures of termination and liquidation assumptions. The prior year benefit
obligation(s) would be presented either in a separate statement or in the notes
to the financial statements, along with information regarding the effects, if
significant, of certain factors affecting the year-to-year change in the benefit
obligation(s) adjusted to reflect the liability now presented in the statement of
net assets in liquidation (see subsequent exhibit D). Exhibits A–D illustrate a
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DB plan's financial statements using the liquidation basis of accounting when
not following the FASB ASC 960 format:
Exhibit A—C&H Company Pension Plan, Statements of Net Assets
in Liquidation as of December 31, 20X2, and Statement of Net
Assets Available for Benefits as of December 31, 20X1 (Ongoing)
Exhibit B—C&H Company Pension Plan, Statement of Changes in
Net Assets in Liquidation
Exhibit C—C&H Company Pension Plan, Statements of Accumulated Plan Benefits as of December 31, 20X1 (Ongoing)
Exhibit D—C&H Company Pension Plan, Statement of Changes in
Accumulated Plan Benefits in Liquidation
The following are illustrative DB plan financial statements presented using
the liquidation basis of accounting under both scenarios discussed previously.
I. Illustrations of a Single-Employer DB Plan Using the Liquidation
Basis of Accounting (Assuming an End-of-Year Benefit Information
Date) Following the FASB ASC 960 Financial Statement Format
[The notes to the financial statements are not illustrated.]
Circumstances include the following:

r
r

r

r
r

C&H Company Pension Plan is a single-employer, cash balance,
defined benefit pension plan providing retirement, disability,
and death benefits.
The plan was terminated in 20X2 as a standard termination and
the plan has changed its basis of accounting from the ongoing
plan basis, used in presenting the 20X1 financial statements,
to the liquidation basis used in presenting the 20X2 financial
statements, in accordance with FASB ASC 205-30. As of December 31, 20X2, all assets of the plan have not yet been fully
liquidated.
The plan presents separate statements of net assets available for
benefits as of December 31, 20X2 (in liquidation) and 20X1 (ongoing), statement of changes in net assets available for benefits
for the year ended December 31, 20X2 (in liquidation), statements of accumulated plan benefits as of December 31, 20X2 (in
liquidation) and 20X1 (ongoing), and statement of changes in
accumulated plan benefits (in liquidation).
Note: If the comparative benefit obligations are presented in the
notes to the financial statements (as permitted by paragraph
2 of FASB ASC 960-20-45 [see section 6931.26, "Comparative
Financial Statements When Using the Liquidation Basis of Accounting of a Single-Employer DB Plan"]), then exhibits 3–4
would not be necessary and the related information would be
presented in the notes to the financial statements.
The financial statements use an end-of-year benefit information
date.
The financial statements follow the format as prescribed under
FASB ASC 960 and 205-30.
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The plan's assets are sufficient to cover the obligation and, therefore, the employer is not required to contribute additional funding into the plan (no employer receivable).
The statement of net assets available for benefits as of December
31, 20X2 (in liquidation), includes accrued interest expected to
be earned through the end of its liquidation on the money market
fund. (Note: The liquidation valuation of the money market fund
does not include interest income expected to be earned through
the end of its liquidation. See section 6931.25, "Accrued Income
When Using the Liquidation Basis of Accounting for a SingleEmployer DB Plan.")
The statement of net assets available for benefits as of December
31, 20X2 (in liquidation), includes accrued expenses expected
to be incurred through the end of its liquidation. (See section
6931.24, "Accrued Costs When Using the Liquidation Basis of
Accounting for a Single-Employer DB Plan.")
For purposes of this illustration, the statement of changes in
net assets available for benefits for the year ended December 31,
20X2 (in liquidation), reflects an adjustment to the liquidation
basis in the aggregate as a separate line item; however, other
presentations may be acceptable.
The changes in actuarial assumptions included in the statement
of changes in accumulated plan benefits in liquidation reflect the
changes due to the change to liquidation basis of accounting.
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Exhibit 1
C&H Company Pension Plan
Statements of Net Assets Available for Benefits as of
December 31, 20X2 (in Liquidation) and 20X1
(Ongoing)
December 31,
20X2
(in Liquidation)

20X1
(Ongoing)

Assets
Investments
Money Market Fund

$14,334,000

$1,860,000

C&H Company common stock

0

880,000

Guaranteed investment contract with
insurance company

0

890,000

Corporate bonds

0

3,670,000

U.S. government securities

0

270,000

Hedge fund

0

460,000

Real estate fund

0

240,000

14,334,000

8,270,000

Employer's contribution

0

35,000

Due from broker for securities sold

0

175,000

Accrued interest and dividends

0

76,000

443,000

0

443,000

286,000

200,000

90,000

14,977,000

8,646,000

0

460,000

Accrued expenses

42,000

40,000

Accrued expenses expected to be
incurred in liquidation

23,000

0

65,000

500,000

$14,912,000

$8,146,000

Total investments
Receivables

Accrued interest expected to be earned in
liquidation
Total receivables
Cash—noninterest bearing
Total assets
Liabilities
Due to broker for securities purchased

Total liabilities
Net assets available for benefits

See accompanying notes to the financial statements.
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Exhibit 2
C&H Company Pension Plan
Statement of Changes in Net Assets Available for Benefits
in Liquidation
Year Ended
December 31, 20X2
Investment income:
Net appreciation in fair value of
investments
Interest

$3,735,000
325,000

Dividends

5,000
4,065,000

Less investment expenses
Total investment income
Employer contributions
Total additions

39,000
4,026,000
3,359,000
7,385,000

Benefits paid directly to participants

740,000

Purchases of annuity contracts

257,000

Total benefits paid
Administrative expenses
Total deductions
Net increase
Adjustment to liquidation basis

997,000
42,000
1,039,000
6,346,000
420,000

Net assets available for benefits:
Beginning of year (ongoing)

8,146,000

End of year (in liquidation)

$14,912,000

See accompanying notes to the financial statements.

ARA-EBP .247

©2016, AICPA

P1: KpB
ACPA378-FM

aicpa-aag.cls

April 11, 2016

15:6

81

Employee Benefit Plans Industry Developments—2016

Exhibit 3
C&H Company Pension Plan
Statements of Accumulated Plan Benefits as of December 31, 20X2
(in Liquidation) and 20X1
(Ongoing)
December 31,
20X2
(in Liquidation)

20X1
(Ongoing)

Actuarial present value of accumulated
plan benefits
Vested benefits:
Participants currently receiving
payments

$3,040,000

$2,950,000

Other participants

10,840,000

6,530,000

13,880,000

9,480,000

0

2,400,000

$13,880,000

$11,880,000

Nonvested benefits
Total actuarial present value of
accumulated plan benefits

See accompanying notes to the financial statements.
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Exhibit 4
C&H Company Pension Plan
Statement of Changes in Accumulated Plan Benefits in Liquidation
Year Ended
December 31, 20X2
Actuarial present value of accumulated plan benefits at
beginning of year (ongoing)

$11,880,000

Increase (decrease) during the year attributable to:
Change in actuarial assumptions7
Benefits accumulated
Increase for interest

8

Benefits paid
Net increase
Actuarial present value of accumulated plan benefits at
end of year (in liquidation)

1,359,500
895,000
742,500
(997,000)
2,000,000
$13,880,000

See accompanying notes to the financial statements.

7
The changes in actuarial assumptions reflect the changes due to the change to liquidation basis
of accounting.
8
The actuarial report will often refer to this amount as the "increase for interest due to the
decrease in the discount period."
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II. Illustrations of a Defined Benefit Pension Plan Using the Liquidation Basis of Accounting (Assuming an End-of-Year Benefit Information Date)—Other Acceptable Method
[The notes to the financial statements are not illustrated.]
Note: When using the liquidation basis of accounting, the plan's assets and
liabilities are shown in a statement of net assets (or liabilities). Under this
method, the statement of net assets in liquidation is presented in place of a
statement using an ongoing basis and includes all liabilities, including benefit
obligations, as actuarially determined using end-of-year benefit information.
Circumstances include the following:

r
r

r
r

r
r

r
r

C&H Company Pension Plan is a single-employer, cash balance,
defined benefit pension plan providing retirement, disability,
and death benefits.
The plan was terminated in 20X2 as a standard termination and
the plan has changed its basis of accounting from the ongoing
plan basis, used in presenting the 20X1 financial statements,
to the liquidation basis used in presenting the 20X2 financial
statements, in accordance with FASB ASC 205-30. As of December 31, 20X2, all assets of the plan have not yet been fully
liquidated.
The adjustment to liquidation for estimated payments to participants upon liquidation (the plan benefit obligation in liquidation) is presented in the statements of net assets in liquidation
and changes in net assets in liquidation.
In the prior year (20X1), the plan presented separate statements
of accumulated plan benefits and changes in accumulated plan
benefits. Accordingly, when presenting comparative financial
statements, the 20X1 accumulated plan benefits continue to be
presented in such statements.
Note: If the comparative benefit obligations are presented in the
notes to the financial statements (as permitted by paragraph
2 of FASB ASC 960-20-45 [see section 6931.26]), then exhibits
C–D would not be necessary and the related information would
be presented in the notes to the financial statements.
The financial statements use an end-of-year benefit information
date.
The statement of net assets in liquidation as of December 31,
20X2, includes accrued interest expected to be earned through
the end of its liquidation on the money market fund. (Note: The
liquidation valuation of the money market fund does not include
interest income expected to be earned through the end of its
liquidation. See section 6931.25.)
The statement of net assets in liquidation as of December 31,
20X2, includes accrued expenses expected to be incurred through
the end of its liquidation. (See section 6931.24.)
For purposes of this illustration, the statement of changes in
net assets in liquidation for the year ended December 31, 20X2,
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reflects an adjustment to the liquidation basis (other presentations may be acceptable).
The changes in actuarial assumptions included in the statement
of changes in accumulated plan benefits in liquidation reflect the
changes due to the change to liquidation basis of accounting.
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Exhibit A
C&H Company Pension Plan
Statement of Net Assets in Liquidation as of December 31, 20X2,
and Statement of Net Assets Available for Benefits as of
December 31, 20X1 (Ongoing)
December 31,
20X2
(in Liquidation)

20X1
(Ongoing)

Assets
Investments
Money Market Fund

$14,334,000

$1,860,000

C&H Company common stock

0

880,000

Guaranteed investment contract with
insurance company

0

890,000

Corporate bonds

0

3,670,000

U.S. government securities

0

270,000

Hedge fund

0

460,000

Real estate fund

0

240,000

14,334,000

8,270,000

Employer's contribution

0

35,000

Due from broker for securities sold

0

175,000

Accrued interest and dividends

0

76,000

443,000

0

Total receivables

443,000

286,000

Cash—noninterest bearing

200,000

90,000

14,977,000

8,646,000

Total investments
Receivables

Accrued interest expected to be earned
in liquidation

Total assets
Liabilities
Estimated payments to participants
upon liquidation

13,880,000

0

0

460,000

Accrued expenses

42,000

40,000

Accrued expenses expected to be
incurred in liquidation

23,000

0

13,945,000

500,000

Due to broker for securities purchased

Total liabilities
Net assets available for benefits (ongoing)
Net assets in liquidation

$8,146,000
$1,032,000

See accompanying notes to the financial statements.
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Exhibit B
C&H Company Pension Plan
Statement of Changes in Net Assets in Liquidation
Year Ended
December 31, 20X2
Investment income:
Net appreciation in fair value of investments
Interest

$3,735,000
325,000

Dividends

5,000
4,065,000

Less investment expenses
Total investment income
Employer contributions
Total additions

39,000
4,026,000
3,359,000
7,385,000

Benefits paid directly to participants

740,000

Purchases of annuity contracts

257,000

Total benefits paid
Administrative expenses
Total deductions
Net increase

997,000
42,000
1,039,000
6,346,000

Adjustment to liquidation basis
Estimated payments to participants upon
liquidation9
Accrued interest and expenses
Beginning of year (net assets available for benefits
[ongoing])
End of year (net assets in liquidation)

(13,880,000)
420,000
8,146,000
$1,032,000

See accompanying notes to the financial statements.

9

See exhibit D.
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Exhibit C
C&H Company Pension Plan
Statement of Accumulated Plan Benefits as of December 31, 20X1
(Ongoing)
Actuarial present value of accumulated plan
benefits
Vested benefits:
Participants currently receiving
payments
Other participants

$2,950,000
6,530,000
9,480,000

Nonvested benefits
Total actuarial present value of
accumulated plan benefits

2,400,000
$11,880,000

See accompanying notes to the financial statements.
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Exhibit D
C&H Company Pension Plan
Statement of Changes in Accumulated Plan Benefits in Liquidation
Year Ended
December 31, 20X2
Actuarial present value of accumulated plan benefits at
beginning of year (ongoing)

$11,880,000

Increase (decrease) during the year attributable to:
Change in actuarial assumptions10

1,359,500

Benefits accumulated

895,000

11

742,500

Increase for interest
Benefits paid

(997,000)

Net increase

2,000,000

Actuarial present value of accumulated plan benefits at
end of year (in liquidation)

$13,880,000

Adjustment to liquidation basis–estimated payments
to participants upon liquidation

(13,880,000)
0

See accompanying notes to the financial statements.
[Issue Date: September 2014.]
.22 Contribution Receivable From the Plan Sponsor in a Standard Termination of a Single-Employer DB Plan
Inquiry—When using the liquidation basis of accounting in accordance with
FASB ASC 205-30 for a standard termination, should a single-employer DB
plan record a contribution receivable from the plan sponsor for the amount that
the plan sponsor is expected to contribute to the plan as part of its obligation
to settle the plan?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer DC plan, a health and welfare plan, or a
multiemployer plan.)
Reply—"Pending Content" in paragraph 4 of FASB ASC 205-30-25 states that
when using the liquidation basis of accounting, an entity should recognize other
items that it previously had not recognized but that it expects to either sell in
liquidation or use to settle liabilities. Further, "Pending Content" in paragraph
7 of FASB ASC 205-30-25 requires an entity to accrue income that it expects
to earn through the end of its liquidation if and when it has a reasonable basis
for estimation. The DB plan would record a receivable from the plan sponsor
10
11

See footnote 7.
See footnote 8.
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if such amounts are expected to be used to settle benefits and the DB plan has
a reasonable basis to estimate the amount. As part of a standard termination,
the plan sponsor would need to obtain from the actuary an estimated settlement liability and required contributions (as of the termination date) in order
to have a reasonable basis to determine that it has adequate resources to fund
the obligation to settle the DB plan. The actuary determines the amount of
any minimum required contributions up to the DB plan's termination date. A
receivable would typically be recorded for any such minimum required contribution (see the recommendation of the AICPA Financial Reporting Executive
committee in the "Contributions and Contributions Receivable" section of the
"Defined Benefit Pension Plans" chapter of the AICPA Audit and Accounting
Guide Employee Benefit Plans). An additional contribution may be necessary
to fully fund the obligation. Such additional contribution should be recorded
as a receivable if and when the DB plan has a reasonable basis for estimation,
in accordance with "Pending Content" in paragraph 7 of FASB ASC 205-30-25.
The additional contribution estimated by the actuary may be as of a date other
than the DB plan's measurement date and, therefore, may need to be updated
to reflect changes in assumptions and the investment performance of the DB
plan's assets as of the plan's measurement date.
[Issue Date: September 2014.]
.23 Overfunded Single-Employer DB Plan When Using the Liquidation
Basis of Accounting
Inquiry—Should an overfunded single-employer DB plan that is using the
liquidation basis of accounting, in accordance with FASB ASC 205-30, and
expects to have excess assets, accrue the excess assets as a payable to the plan
sponsor?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer DC plan, a health and welfare plan, or a
multiemployer plan.)
Reply—The DB plan's provisions may direct excess assets at termination to be
distributed in a number of ways (for example, allocated to participants in the
form of an increased benefit, used to pay the DB plan's expenses, transferred
to another plan, or reverted to the plan sponsor). The decision to accrue the
excess assets as a payable to the plan sponsor is affected by the DB plan's
provisions for termination and whether there is a reasonable basis for estimation. "Pending Content" in paragraph 7 of FASB ASC 205-30-25 states that
an entity should accrue costs that it expects to incur through the end of its
liquidation if and when it has a reasonable basis for estimation. Until the DB
plan is fully liquidated, it may not be possible to estimate whether there will
be excess assets. Further, reversion of excess assets to the plan sponsor would
have tax implications for the plan sponsor and, therefore, is not common. Plan
management may want to disclose the DB plan's provisions for the treatment
of excess plan assets in the notes to the financial statements.
[Issue Date: September 2014.]
.24 Accrued Costs When Using the Liquidation Basis of Accounting for
a Single-Employer DB Plan
Inquiry—"Pending Content" in paragraph 7 of FASB ASC 205-30-25 states that
an entity should accrue costs and income that it expects to incur or earn through
the end of its liquidation if and when it has a reasonable basis for estimation.
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Would a single-employer DB plan accrue estimated future expenses such as
trustee fees, audit fees, actuarial fees, and PBGC premiums?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer DC plan, a health and welfare plan, or a
multiemployer plan.)
Reply—When a DB plan uses the liquidation basis of accounting, management
needs to consider the period over which the liquidation will occur as well as the
nature of expenses that will be incurred and reported by the DB plan during
the liquidation period. These future expense amounts should be accrued in the
financial statements provided there is a reasonable basis for their estimation.
For DB plans, care should be taken that future expenses are not double counted
in the course of estimating the amounts to be accrued though the end of liquidation and the amounts included in the benefit obligation. "Pending Content"
in paragraphs 1–2 of FASB ASC 205-30-50 requires certain disclosures to be
made. In particular, the DB plan would be required to disclose the type and
amount of costs accrued in the statement of net assets in liquidation and the
period over which those costs are expected to be paid.
[Issue Date: September 2014.]
.25 Accrued Income When Using the Liquidation Basis of Accounting
for a Single-Employer DB Plan
Inquiry—"Pending Content" in paragraph 7 of FASB ASC 205-30-25 states
that an entity should accrue costs and income that it expects to incur or earn
through the end of its liquidation if and when it has a reasonable basis for
estimation. Would a DB plan accrue income related to estimated earnings on
the investments held by the DB plan?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer DC plan, a health and welfare plan, or a
multiemployer plan.)
Reply—Income for a DB plan is primarily related to its investments, which
are generally measured at fair value under the ongoing basis of accounting.
"Pending Content" in paragraph 7 of FASB ASC 205-30-25 requires an entity
to accrue income that it expects to earn through the end of liquidation if and
when it has a reasonable basis for estimation. Because the DB plan invests in
various investment securities and the mix of the plan's investment portfolio is
likely to change as the liquidation progresses, there may not be a reasonable
basis for which to estimate changes in fair value of the investment portfolio
and, therefore, accrual of such appreciation or depreciation of the investments
generally would not be necessary.
In some circumstances, liquidation value may not differ from fair value (for
example, because it assumes the related dispositions would be conducted in an
orderly manner) and, therefore, an entity would not be precluded from measuring those assets at fair value. Management should be careful not to double
count income that is already reflected in the fair value of the investments. For
example, the fair value of a common stock generally would already include
dividends expected to be declared in the future. Similarly, the fair value of a
bond generally would already include interest expected to be earned from the
measurement date through the maturity date. Consistent with the ongoing
basis of accounting, dividends and interest earned through the measurement
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date but not yet received would be accrued if these amounts are not reflected
in the fair value of the investments.
If the fair value or the liquidation value does not include future expected earnings, the entity should accrue income that it expects to earn through the end
of liquidation if and when it has a reasonable basis for estimation. For example, the interest earned on a money market account or interest-bearing cash
generally would not be included in the fair value, so those amounts would be
estimated and reported on the financial statements if and when the DB plan
has a reasonable basis for estimation. "Pending Content" in paragraphs 1–2 of
FASB ASC 205-30-50 requires certain disclosures to be made. In particular, the
DB plan would be required to disclose the type and amount of income accrued
in the statement of net assets in liquidation and the period over which that
income is expected to be earned.
[Issue Date: September 2014.]
.26 Comparative Financial Statements When Using the Liquidation
Basis of Accounting of a Single-Employer DB Plan
Inquiry—"Pending Content" in paragraph 2 of FASB ASC 205-30-45 states that
the liquidation basis of accounting should be applied prospectively from the day
that liquidation becomes imminent. ERISA requires comparative statements
of net assets available for benefits and a full year statement of changes in net
assets available for benefits. Is a single-employer DB plan able to present the
current year financial statements in liquidation comparatively on the same
financial statements with the prior period statements prepared on the ongoing
plan basis?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer DC plan, a health and welfare plan, or a
multiemployer plan.)
Reply—Yes, the DB plan may present comparative financial statements, as
required by ERISA, clearly labeled as to the basis on which they have been
prepared. See the illustrative financial statements included in section 6931.21,
"Presentation of the Actuarial Present Value of Accumulated Plan Benefits of
Single-Employer DB Plans When Using the Liquidation Basis of Accounting,"
for an illustration of possible column headings. "Pending Content" in paragraph
1 of FASB ASC 205-30-50 states that the entity should make all disclosures
required by other FASB ASC topics that are relevant to understanding the
entity's statements of net assets in liquidation and changes in net assets in
liquidation. This would include the disclosure required by FASB ASC 205 relating to changes affecting comparability. Paragraph 1 of FASB ASC 205-10-50
states that if, because of reclassifications or for other reasons, changes have
occurred in the manner of or basis for presenting corresponding items for two
or more periods, information should be furnished that will explain the change.
This procedure is in conformity with the well-recognized principle that any
change in practice that affects comparability of financial statements should be
disclosed.
[Issue Date: September 2014.]
.27 Presentation of a Stub Period in a Single-Employer DB Plan When
Using the Liquidation Basis of Accounting
Inquiry—In accordance with "Pending Content" in paragraph 2 of FASB ASC
205-30-45 , the initial statement of changes in net assets in liquidation should
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present only changes in net assets that occurred during the period since liquidation became imminent. The FASB ASC does not provide guidance about
whether an entity should present information for the period of time that preceded the determination that liquidation is imminent (referred to as a stub
period). Is a single-employer DB plan required to present a stub period for the
period of time that preceded the determination that liquidation is imminent?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer DC plan, a health and welfare plan, or a
multiemployer plan.)
Reply—No. Paragraph BC18 of FASB ASU No. 2013-07 states that the objective
of the project was to provide guidance about when and how the entity should
apply the liquidation basis of accounting. In deciding whether to present information about a stub period, an entity should consider the requirements of its
regulator and the needs of any other anticipated users of the entity's financial
statements.
Further, "Pending Content" in paragraph 1 of FASB ASC 960-40-25 states that
if liquidation of a plan is deemed to be imminent before the end of the plan
year, the plan's year-end financial statements should be prepared using the
liquidation basis of accounting (emphasis added). Accordingly, because ERISA
requires a full year presentation of comparative statements of net assets available for benefits and a full year statement of changes in net assets available for
benefits, a DB plan would typically present a full year statement of changes in
net assets available for benefits in liquidation for the current year (regardless
of the date that the DB plan entered into liquidation during the year) and a
statement of net assets available for benefits in liquidation as of the end of
the current year and a statement of net assets available for benefits using the
ongoing basis as of the prior year end.
For DB plans that present the benefit obligation information in primary financial statements, the statements prepared using the liquidation basis of accounting may be presented comparatively (as applicable) with the prior period
statements on an ongoing plan basis labeled accordingly.
(Note: A plan year may be less than 12 months depending upon the date of
complete distribution of plan assets.)
[Issue Date: September 2014.]
.28 Presentation of Fully Benefit-Responsive Investment Contracts in
Single-Employer DC Plans When Using the Liquidation Basis of Accounting
Inquiry—Should single-employer DC plans that hold fully benefit-responsive
investment contracts present both fair value and contract value on the face
of the financial statements, as required by paragraphs 2–3 and 6 of FASB
ASC 962-205-45, when the plan is using the liquidation basis of accounting in
accordance with FASB ASC 205-30?
(Although the information contained in the following reply is specific to singleemployer DC plans, the information may be relevant when considering the
termination of a single-employer health and welfare plan or a multiemployer
plan that holds fully benefit-responsive investment contracts.)
Reply—When a DC plan is using the liquidation basis of accounting, as required
by FASB ASC 205-30, the plan accounts for its assets using the liquidation basis
of accounting. Therefore, the plan would no longer show the fair value of such
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investments and an adjustment to contract value. Rather, the liquidation basis
valuation is what the plan expects to collect for that contract (for example, a
surrender value). For comparative financial statements, if the prior year is
presented on an ongoing basis, the plan would continue to present fair value
adjusted to contract value in the prior year. See section 6931.29, "FASB ASC
820 Fair Value Disclosures When a Single-Employer Defined Benefit Pension
Plan is Using the Liquidation Basis of Accounting," for guidance on whether
the disclosures required by FASB ASC 820, Fair Value Measurement, apply.
(Note: A DC plan that is using the liquidation basis of accounting may need to
re-evaluate whether an investment contract that was considered fully benefitresponsive on an ongoing basis continues to meet the criteria to be considered
fully benefit-responsive when using the liquidation basis of accounting.)
[Issue Date: September 2014.]
.29 FASB ASC 820 Fair Value Disclosure When an Employee Benefit
Plan is Using the Liquidation Basis of Accounting
Inquiry—If an employee benefit plan is using the liquidation basis of accounting
in accordance with FASB ASC 205-30, do the fair value disclosures required
by FASB ASC 820 still apply?
Reply—In accordance with "Pending Content" in paragraph 1 of FASB ASC
205-30-50, disclosures required by other FASB ASC topics relevant to understanding an employee benefit plan's liquidation basis financial statements continue to be required. For example, in some circumstances, liquidation value
may not differ from fair value (for example, because it assumes the related
dispositions would be conducted in an orderly manner) and, therefore, an entity would not be precluded from measuring those assets at fair value. In such
cases, the FASB ASC 820 disclosures would be required.
[Issue Date: September 2014.]
.30 Single-Employer DB Plan Disclosures When Using the Liquidation
Basis of Accounting
Inquiry—When a single-employer DB plan presents its financial statements
using the liquidation basis of accounting in accordance with FASB ASC 20530, what effect would this have on the disclosures the DB plan is required to
make by other FASB ASC topics?
(Although the information contained in the following reply is specific to singleemployer DB plans, the information may be relevant when considering the
termination of a single-employer DC plan, a health and welfare plan, or a
multiemployer plan.)
Reply—In addition to the required disclosures in "Pending Content" in paragraphs 1–2 of FASB ASC 205-30-50, plan management should consider the
required disclosures of other FASB ASC topics and ERISA to determine which
disclosures are relevant. Often, it would be appropriate to revise current required disclosures to reflect plan provision changes, accounting policy changes,
and laws and regulations affected by the plan termination. For example, disclosures such as the DB plan's tax status, PBGC information, disclosure of vesting
provisions, eligibility, and distribution provisions will likely be affected.
[Issue Date: September 2014.]
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